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Introduction

A re you interested in finding your own getaway somewhere other than in
your hometown? Or perhaps you want to purchase a second home as an
investment, rent it on a year-round or short-term basis to others for profit, and
then sell it? Or maybe you want to buy a second home, hang onto the property
for a few years, rent it for profit, and then sell your primary home and move

into the second home during retirement? Or do you want to brag about owning
two homes or having a home on the shore where you spend your summers?

If you fit into any of these categories — or a combination of them — then Second
Homes For Dummies is for you. Long term, real estate has always been a great
investment. A second home can serve not only as a delightful vacation spot for
you and yours, but can also make you some money. Best of both worlds, right?

With this book in your hands, you’ll be well prepared to handle the entire
second-home buying process, from concept to completion. No matter how
you want to use your second home — as a vacation spot, as an investment
(rental property), or as a future retirement home — or where you want your
second home to be located, I talk about some of the challenges and problems
you may encounter. Danger signs are identifiable, though, and I help you keep
a wary eye.

About This Book

With the ranks of second-home owners growing in leaps and bounds (check
out Chapter 1 for specific statistics), there’s no time like the present to jump
into the second-home game. On the other hand, buying a second home —
and paying for it — can be tricky and fraught with challenges that tend to
rear their heads at the worst possible times.

Although I can’t predict every single challenge or obstacle that will crop up
in your own second-home buying adventure, I can cover the bases and the
basics by helping you prepare for what may very well be the second biggest
financial transaction — after your primary home purchase, of course — of
your lifetime.

Second Homes For Dummies serves as an adjunct to your own knowledge —
that potpourri of information you’ve accumulated over the years about
homes and real estate and plumbing and taxes and . . . well, you get the point.
I present all this info in a logical and modular format so you can find just
what you need on the subjects that interest you.
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This book also can bolster the info you receive from any professionals and
advisors you choose to work with. Real estate agents, attorneys, property

managers, and even friends and family (especially those who already own

second homes) can really be gold mines of info for you and can serve as a

strong support team during this process.

Conventions Used in This Book

[ use the following conventions in this book to help you navigate your way:

v litalicize all new words and terms that are defined.

v | boldface all text to indicate the action part of numbered lists and for
keywords in bulleted lists.

v [ use monofont for all Web addresses and e-mail addresses.

Also, I alternate references between male and female when discussing the dif-
ferent professionals in this book because your property inspector, real estate
agent, or whomever may be a woman or man.

What Not to Read

Of course [ want you to read everything that I've written in this book.
However, I also realistically know that you’re a busy person and only want to
read just what you need to know to help you buy a second home. So feel free
to skip the sidebars. These shaded boxes appear here and there. These side-
bars often contain related but nonessential info, often about my personal
experiences with real estate and second homes. Although this info is interest-
ing, it’s not essential for you to read to find and buy a second home.

Foolish Assumptions

In writing this book, [ make a few assumptions about you, my dear reader,
to whittle down the info and make it as useful as possible. I can assure

you that you've picked up the right home-buying guide for your adventure.
The assumptions [ make include
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v You already own a primary home.

v You're seriously considering purchasing a second home, and you want
just the need-to-know info before you proceed.

v You've already been through at least one home purchase transaction
involving a mortgage, and you’ve survived a closing.

v You're looking for a getaway that’s at least a few hours away (driving time)
from your primary residence.

v You want to use your second home solely for your own personal use, or
use it yourself in between renting it out for short-term stints to others
(for profit).

v You want to buy a second home as an investment property. For now, you
plan on renting it long term, but eventually you plan on making it your
primary residence.

v You'll likely retire to your second home someday.

v You're a take-control type of person, and you'll refer to this book again
and again as you figure out whether you want to buy a second home,
where you want to buy, and how you want to use the property.

How This Book Is Organized

Like every For Dummies book, Second Homes For Dummies has chapters with
self-contained info, so you can read the chapters that interest you the most.
[ organize this book into five parts. Here’s what you find in each:

Part I: Seeing a Second Home
in Your Future

In this first part, I cover the high-level info that can help you determine if
second-home ownership is right for you. I discuss the basics of buying a
second home, and who’s out there in the marketplace doing it right along
with you — and possibly competing with you for the choice properties.

This part also answers the all-important “can I afford it?” question for you
and walks you through the myriad options available to you as a second-home
buyer.
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Part I1: Searching for Your New
Home and Sealing the Deal

This part gets into the basics of finding the perfect home, whether you're
doing it on your own or with the help of a real estate agent. I discuss everyone’s
role in the game, including real estate agents, loan officers, title companies,
accountants, and so on, and advise you on how you can fit these pros into
your own game plan. And because financing tends to be the most challenging
aspect of the purchase process, you also find in this section a slew of infor-
mation on that topic.

If you're considering purchasing a second home overseas, this part has an
entire chapter that deals with the many issues you may face and what you
can do to make the process less stressful.

Part 111: Making Your Second
Home a Smart Investment

Whether you're looking to rent out your home or just keep it for yourself,
you’ll want to do whatever you can to ensure that it remains a sound, grow-
ing investment. What you don’t want to happen is to fall into the trap of
neglecting your property and, thus, reducing its value, as well as your equity
in the place. I show you how to increase your home’s value in this section,
how to rent your home, how to make smart renovations, and how to handle
the maintenance and upkeep on your new home.

Part JU: Home, Sweet Home: Retiring
to Vour Second Home

This part helps you make the transition from landlord or vacationer to
full-time resident of your second home. Here you can discover how to tell
when the time is right to make the move, what steps need to be taken

to ensure a smooth transition, and how to fix up the home to make it
suitable for year-round living. You also can read about retirement and
estate planning.
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Part U: The Part of Tens

Every For Dummies book has this fun part with short chapters full of interest-
ing tidbits. This part contains important information presented in a compact
list format that you can read quickly. This part boils down some of the most
important aspects of second-home buying, including ten great locations, ten
ways to make your home first-rate, and ten rules to lay down when friends
and family use your home.

Icons Used in This Book

\\3

You can find helpful hints sprinkled throughout every chapter of this book. |
identify them with icons, odd-looking symbols that appear occasionally in the
margin next to the text that can help you easily identify this useful informa-
tion. Second Homes For Dummies includes the following icons:

These are ideas and, sometimes, tricks of the trade that can save you time,
energy, and headaches during the second-home buying process. Who needs
added frustration in their lives, right? These tips alleviate some of the pressure.

These are pitfalls that you can avoid during just about every aspect of the
process. This information can help you not make the mistakes many who
came before you have already made.

This icon points out info that’s worth remembering.

This icon points you to anecdotal information from real folks who own their
own second homes and who have been through illustrative experiences that
can be useful for buyers like you.

Where to Go from Here

In a perfect world where no one had jobs, children to care for, obligations to
handle, and (of course) TV shows to watch, you would read this book in its
entirety from cover to cover.
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Because I'm as busy and distracted as you are, | know that’s probably not
going to happen. The great thing about this and every other For Dummies
book, however, is that you can pick it up and flip through it for the informa-
tion that you need right now, and then go back to the other sections later

as issues crop up, or as you need more background on certain areas of the
process. If you're not entirely sure what topics you want to read, flip through
the Table of Contents or the Index. Locate the topics that interest you, and
then peruse those chapters or sections that apply to your present situation.
Customized for use by busy home buyers, this book serves as your trustwor-
thy guide as you make your way through your second-home buying venture.

After you read this book, | hope you're able to purchase a second home in
the perfect location and make many memorable memories there with your
friends and loved ones.



Part |

Seeing a Second
Home in Your
Future

The Sth Wav By Rich Tennant

“Robert’s always dreamt of having a second
home — or a bigger tree.”



In this part . . .

Have you often dreamed of owning a second home in
an ideal location where you and your family can
escape for family vacations and where you hope to retire
someday? Maybe you and your significant other have
started thinking about how you can afford a second home?
Be honest, now. It has crossed your mind, right? And I
don’t blame you one whit. It’s a lovely dream — and one
you can make a reality, too.

If you see a new second home in your future, you’'ve come
to the right place. In this part, I discuss the basics of
second-home ownership, cover the various home types
you can choose from, and help you figure out whether you
can afford a second home — and give you some alterna-
tives if you can’t. The final chapter in this part discusses
location (location, location), and what to look for when
you’re shopping for a great place for your second home.




Chapter 1

The Lowdown on Buying and
Owning a Second Home

In This Chapter

Preparing to join millions of other second-home owners
Buying, selling, and investing in real estate
Managing your second home from a distance

Living in your second home after retirement

Welcome to the world of second-home ownership! If you're considering
buying a second home, you've come to the right place. Here, you can
discover how wonderful it is to have a second home to run away to, how grat-
ifying it is to rent your place for extra income (if you choose to do so), and
how comforting it is to know that you'll retire there at some point in your life
if you so choose.

A large number of people — many of whom have been disenchanted with low
stock market gains over the past few years — have turned to investing in
second homes. This strategy is twofold: Grab a nice slice of paradise while
also putting money in a place where, thanks to the wonders of housing appre-
ciation, it will (ideally) grow steadily over time.

Owning a second home can be a fun adventure, but it isn’t free of some ups
and downs. This chapter gives you an overview of what you can expect when
you buy and own a second home. I explain why people buy second homes
and discuss the second-home market. | also show you the good, the bad, and
the ugly of owning a second home (and, yes, there’s always a little of each),
and [ help you avoid making mistakes when searching for the perfect second
home. Finally, I help you get into the “real estate investor” mind-set, and I
explain the roles that you the home buyer, your trusted real estate agent,
and those unknown home sellers play in the process.
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Identifying Why People
Buy a Second Home

People purchase second homes for various reasons, and you're likely to
relate to at least one of them. Perhaps you want to be able to get away at the
drop of a hat and know that you have somewhere to go that isn’t a hotel
room, a rented condominium, or your in-laws’ sleeper sofa.

Second homes are commonly located in vacation-oriented areas and can be a
great escape for you, as well as for your friends and family who are invited to
make use of the place and its facilities and amenities (if, of course, things like
a pool and tennis courts came along with the purchase). Or perhaps you
simply want a fairly safe investment and plan to rent the property to make
some extra bucks.

This section gives you a brief rundown of some of the main reasons why
people buy second homes. Keep in mind that this section is simply a quick
glance. Check out Chapter 3 for more discussion on the pros and cons of
buying and owning a second home.

A vacation getaway

Who loves taking a vacation? Raise your hand. Of course, you have your hand
up, right? Vacations allow you to take time off from work to escape the daily
grind and relax and unwind. You can decompress from the stress of work,
spend time with your family, and enjoy your surroundings.

Many people buy second homes so they have a reason to take a few days off
to get away and visit it! If you can make the time, a vacation spot is ready and
waiting for you. Especially for hardworking people who tend to burn the
candle at both ends (doesn’t that sound like you?), a second home is a great
place for some downtime. Think about it: If you know that you have an empty,
available beach home a mere five hours away, won’t you be more apt to go
there, visit, and just relax? [ know [ would!

A place for family and friends to visit

Whether you bring friends and family along on vacation, or let them use your
digs on their own, friends and relatives will love the fact that you have a pad
for them to use away from home — and that you're such a generous sort that
you don’t mind them enjoying it.
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Many people enjoy using their second homes as a gathering spot for friends
and family. No matter if you're at the second home with your kith and kin
socializing for a getaway weekend or holiday, or some of your extended
family is using your home for their own little getaway, a second home is a
great way to bring your loved ones together. This book offers plenty of tips
and advice on how to deal with these types of guests. For example, should
you charge them rent (check out Chapter 11)? And how do you ask them to
follow the house rules (check out Chapter 20)?

An investment (in the form of rent money)

Some people purchase second homes for investment purposes. Rather than
spend their vacations there, they rent the property with the intention of
making some money. In doing so, they begin to build equity in yet another
home, thus forming the foundation for a retirement nest egg that at some
point can be sold to a third party or willed to an heir.

By renting your place for more than 14 days per year, you not only can collect
rent checks, but you can also gain tax advantages that owners who opt not to
rent simply don’t have. (Refer to Chapter 14 for the specific IRS rules and reg-
ulations for renting your second home.)

Just the stats, please: Why people
buy second homes

According to the National Association of
Realtors (NAR), sales of second homes, in the
form of vacation homes and investment homes,
setrecords in 2005. In fact, the combined total of
second-home sales accounted for 4 out of 10
residential transactions.

The NAR reports that 27.7 percent of all homes
purchased in 2005 were for investment, and
another 12.2 percent were purchased for use as
vacation homes. Altogether, 3.34 million second
homes were sold in 2005, up 16.0 percent over
2004 — more than 9,000 second homes were
bought and sold every day of the year!

The NAR determined the reasons vacation-
home buyers wanted a second home:

v 41 percent purchased their dwellings to use
for vacations.

v~ 31 percent purchased a place to use as a
family retreat.

v 28 percent bought to diversify their invest-
ment portfolio.

For investment-home buyers:

v~ 55 percent said rental income was the pri-
mary factor for buying.

v 35 percent wanted to diversify their
investments.

11
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Part III of this book covers everything you need to know about renting your
home, including finding renters, hiring a property manager, remodeling
your home, maintaining your home, and paying the appropriate taxes on a
rental property.

A space to peacefully retire to

Knowing that you actually own a delightful place on a gorgeous beach in
Maui, and that it’s just sitting there waiting for you to come and live there
full time, may be reason enough for you to purchase a second home. In fact,
many people buy second homes with retirement in mind.

Whether you plan to retire in 5 years or 25 years, you can purchase a second
home and use it as an incentive to work hard and look forward to the golden
years when you can relax. If you do purchase a second home for retirement,
it doesn’t have to sit empty until you're ready to move in permanently. You
can use it as a vacation destination for yourself or friends, or you can rent it.
Even if you have to rent it seasonally or full time in the interim, the home is still
there (and still appreciating in value) while you put in those additional years
of work and plan for the day when you can retire and enjoy it fully — and full
time. (Refer to Part IV for more in-depth info about retiring to your home.)

Understanding the Second-Home Market

Remember when having more than one house was a really big deal? Yes,
there was a time when owning a second home was considered a luxury only
afforded by the affluent, with everyone else content to stay in hotels or
rented spaces while on vacation.

The perception of second-home owners being King Midas has changed dra-
matically over the last few years. Low mortgage interest rates and an often
uncertain and fluctuating stock market have pushed more people to consider
real estate as an investment, rather than a necessity, or even a luxury. But do
you wonder if you fit in the second-home market? If you want to see how you
compare with these second-home buyers, this section can help you under-
stand the second-home market a bit better.
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Who is the second-home buyer?

The second-home buyer can be the person who is looking for a monthly escape

of her own in a neighboring town or hundreds of miles away. The second-
home buyer can be the shrewd investor who wants to add a few rental
properties to his retirement portfolio. The second-home buyer can be the

wealthy family that has always wanted to own their own chalet on the coun-

tryside in France. Knowing who’s buying second homes is useful in that

you can easily tell if you fit into one of these categories, and this knowledge

(combined with other considerations, such as what type of homes they’re
buying and what amenities and features they’re looking for; check out

Chapter 3) can help you decide if a second home is right for you.

An agent picks his clients’ brains

One Chicago real estate agent | know does a
good 5to 10 percent of his annual business with
second-home buyers eager to purchase prop-
erty in the city’s downtown Streeterville neigh-
borhood. That's where theaters, opera houses,
restaurants, and Navy Pier are flanked by one-
and two-bedroom condos priced in the $200,000
to $300,000 range.

Before the agent takes them out to look at prop-
erties, though, he first probes into the buyers’
wants and needs by asking questions like:

v What will you use the property for?

v What amenities or features are you look-
ing for?

v+ How long do you plan to own this property?

v Would you be willing to upgrade it to maxi-
mize its value?

v Would you rather spend more money on a
finished condo unit, or would you prefer
buying something that you can work on?

Why all the questions?

According to the agent, buying a second, in-
town home in Chicago is about convenience as
much as it is about property appreciation. His
second-home customers include folks ranging
from investors looking for a city getaway, to par-
ents who are purchasing homes for their col-
lege-age children attending school in the area.
Most of his clients come to him through word-
of-mouth referrals from bankers and lawyers, as
well as through his firm's excellent relocation
department. (For more on working with a real
estate agent, flip to Chapter 6.)

And most of my friend’s clients are also thinking
about exit strategies before they even sign on
the dotted line. According to the agent, he often
finds himself answering one simple question
time after time: “If | needed to sell right away,
how quickly could | do so?”

13
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In 2005, the profile for a typical second-home buyer who uses the home for
vacations was as follows:

v He was 52 years old.
v She had an annual income of $82,800.

v He purchased a property that was a median of 197 miles from his pri-
mary residence. Also, 47 percent of these homes were less than 100
miles away, and 43 percent were 500 miles or more.

In 2005, the profile of the typical second-home buyer who uses the home as
an investment was as follows:

v She was 49 years old.
1 He had an income of $81,400.

v She bought a home that was relatively close by — a median of 15 miles
from her primary residence.

More than three-fourths of people who bought second homes for vacations
have no interest in renting their property, and 21 percent said it would
become a primary residence on retirement, compared with only 2 percent of
people who purchased a second home as an investment. Furthermore, 14
percent of investment buyers and 6 percent of vacation-home buyers pur-
chased a property that their son or daughter could occupy while in school.

Where do you fit in? People of all ages and walks of life purchase second homes.
If you're paying your bills and enjoying life, and can afford the out-of-pocket
expenses — down payment, closing costs, and other outlays associated with
buying a home — the odds are you can purchase and use a second home —
as a vacation home, a full-time rental, a future retirement home, or a place
where you and your family can spend every weekend if you want to.

Location is everything

The National Association of Realtors asked »~ 27 percent said close to preferred
second-home buyers which characteristics they recreational activities

sought out and valued most about their property. =078 narcentisaidliclose! o heit primary

Here's what they said about location. (Check out residence
Chapter4f0r more on why location is important 4= 26 percent said close to mountains
when buying a second home.)

v 24 percent said close to a preferred vaca-

v 40 percent said close to an ocean, river, .
tion area

or lake

v~ 34 percent said close to family members s~ 17 percent said close to a job or school
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And you don’t have to spend millions of dollars to get into your second home
of choice. Many of today’s buyers are spending reasonable amounts of money
to buy second homes. The median price of a vacation home in 2005 was
$204,100, up 7.4 percent from $190,000 in 2004. The typical investment prop-
erty cost $183,500 in 2005, up 24.0 percent from $148,000 in 2004.

Where are people buying second homes?

Knowing where the second home hot spots are can help you pinpoint the
best place for yours, particularly if you don’t already have a specific city,
state, or county in mind. By keeping an eye on where others are flocking to,
you can get a great sense of where the best values, amenities, and attractions
are without having to get on an airplane and see for yourself.

People are purchasing second homes in various regions of the United States.
According to the National Association of Realtors (NAR), in 2005, here’s how
the second-home-sales buying pattern shakes out (in order of popularity):

v The Midwest: 33 percent

v The South: 30 percent

1 The West: 20 percent

v The Northeast: 17 percent
When you’re ready to pick the place where you want to purchase your
second home, Chapters 4 and 18 have some useful advice you can apply to

your search. Some people are also buying homes abroad. Check out Chapter
9 for more about buying a second home overseas.

Getting in on the Second-Home Boom:
Are You Ready?

A\

Turning your dream of owning two homes into a reality requires careful con-
sideration, despite the allure of low mortgage interest rates and that extra
cash lying around waiting to be invested.

As you decide whether a second home is right for you, take a few moments
and consider the following pointers and reminders:

v Thoroughly review your ability to pay for a second home. Asking your-
self if you can afford a second home is particularly important if you're
already carrying a mortgage on your first home and you don’t plan to
generate rental income from your second home. Check out Chapter 2 for
more info about whether you can afford a second home.

15
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+* While figuring out your financials, keep in mind the investment poten-
tial of the new home. If your second home is in a coastal area where
property appreciation is consistent and high (say, in the 15 to 25 percent
range annually or every couple of years), for example, the financial
returns may be significant. Also your home’s rental potential can increase
its value. If you so desire, rent can start pouring in during those months
when you’re not using the place. (See Chapter 11 to read more about
renting a second home.)

+ Understand the main financial differences of buying a second home
compared to your first home. Most second-home loans require down
payments of 15 to 20 percent, and some mortgage companies require
higher down payments on second homes, compared to first homes. I've
heard of lenders demanding up to 50 percent of the total sales price.
How much you’ll be asked to come up with depends in large part on
your credit rating. (Check out Chapter 8 for more info on financing differ-
ences and credit scores.)

+ Know that after the sale closes, you need to be able to afford the
monthly mortgage payment, utilities, and any additional upkeep or
related fees. Remember, owning and maintaining a property isn’t cheap.
You must maintain the property. (Check out Chapter 13 for more on the
upkeep of a second home.)

1 Factor in tax obligations. Have a financial advisor or accountant clearly
explain the tax considerations you’ll incur well ahead of your closing
day. If you decide to rent the unit when you’re not using it, you need to
know how all that additional taxable income will affect your financial
picture. (See Chapter 14 for more info on sending Uncle Sam his due.)

v Look for a home and area that boasts the kinds of amenities that will
make you and yours happy and comfortable. Are there certain activi-
ties that you can’t live without, even when you’re on vacation? (Did I just
hear someone shriek the word “golf”?) The key is to make sure you know
which amenities you want before you buy, and only look for those homes
that have the features or that provide easy access to them. For example,
you may desire a house with a pool and basement game room, and your
spouse may want nearby shopping malls.

v Think about your social and family lifestyle. If having friends and
family — a built-in community — close by is important, consider areas
that you have frequented over the years.

v Choose a climate that matches your needs. My favorite season is
summer. My friend Steve’s is, too. If you’re planning on using your
second home year-round, be sure that the location experiences the
weather you enjoy throughout the year. (See Chapter 4.)
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v~ Figure out the ideal travel distance, by car or plane, to your second
home. How often do you plan on visiting your second home? If, for
example, you detest flying, choose somewhere within a few hours’ drive.
If, on the other hand, driving is your nemesis, then go for something
very close to home or far enough away to justify the cost of a plane trip.
(Check out Chapter 4.)

v Think about your second home’s long-term use. Will you be renting it?
Then make it easy on yourself and pick a place that’s popular for vaca-
tioners and renters. Will you retire to the home? Then make sure the
home and its surroundings feature all the amenities and extras that you
need to be comfortable and content.

Finding and Purchasing a Second Home:
On Vour Own or with an Agent

Do you want to buy a second home for your family to use on vacations? Are
you considering expanding your investment portfolio with a second home?
No matter the reason, if you want to purchase a second home, you first have
to know where to find one. Where do you start? You have two choices when it
comes to buying a second home:

v Shop around on your own, decide on a home, and handle the details
of the purchase by yourself. Handling the deal on your own may not
be easy, but if you've been through real estate transactions before, and
if you know what to expect, then you know it’s doable. The upside is
that you're in control. The downside is that it’s a huge amount of work.
See Chapter 5 for details on how to go about buying a second home on
your own.

v~ Use a real estate agent to help you buy your second home. Because
agents typically collect commissions from the seller side of the transac-
tion, you have nothing to lose when you hire an agent to help you pur-
chase your home. The pluses include having a pro and all the knowledge
and resources she brings to the table. The negatives include not having
total control and having to depend on the agent to find what you’re look-
ing for. See Chapter 6 for the nitty-gritty on how to select and work with
an agent.
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What Kind of Second Home to Avoid
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If you're seriously considering buying a second home, you can’t just buy the
first home you see. Make sure you're not buying a property that you'll later
ask yourself why the heck you bought it. If you're working with a real estate
agent, rely on her expertise to help you find the home that’s right for you. If
you're not using a real estate agent, make sure you know what you're buying.
(For example, an inspector can help you if you notice a structural problem
with a home; see Chapter 7 for more info.)

The following list points out a few types of houses you may want to stay
away from:

v A home that doesn’t meet your specific needs, or that of your family.

v A house that’s located in an area of the country that you don’t particu-
larly care for (or even loathe with the heat of a thousand suns).

v A dwelling located in an area where the amenities you really want are
few and far between.

»* A home that’s obviously overpriced (comparatively speaking) in a
declining market. (This is a sure sign that you could lose money on
your investment.)

v A house that you want to buy right now because you really like the way it
looks. Doing so is called buying on emotion, and no second-home owner
should get sucked into this situation. You'll live to regret it. I've seen it
happen.

v An abode that needs entirely too much work to get into shape for com-
fortable living. This type of home is considered a fixer-upper.

v A home that’s not located in an area where others want to visit. This is
especially important if you plan on renting it on a seasonal or annual
basis.

v A house that’s too far away for you to get to on a regular basis, say, once
a month, or once every other month — unless, of course, you’re buying
overseas and are aware of the fact that it will be far away regardless of
where you buy.

This list is a good starting point. Feel free to add to it, based on your own cir-
cumstances. By selecting a home that meets your needs, as well as one that’s
a good investment, you’ll be much happier with your choice.
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Are Vou Saying I'm a Real Estate Investor
with Only Two Houses? Ves!

Real estate is a game of sorts and, as a primary homeowner, you're already
playing it. And, like every game, real estate buying and selling has rules,
winners, losers, and a multitude of ways to play. When you become a second-
home buyer, you officially move into the “investor” category of game player.
Why? Because you now have a bit more skin in the game. Plus, you've shown
that you have a true interest in putting your money into real estate — even if
it’s just for the sake of having a fun vacation every month, which is fine.

This section gives you a quick overview of each person’s role in the real
estate game, and how you can put their expertise and experience to work in
making your real estate transaction successful and smooth, as well as how to
score the best deal possible. Keep in mind that these concepts are discussed
at length elsewhere in the book, too. Check out Chapter 6 for more on who
does what, and to whom, and for whom!

The seller’s game

The seller probably has the easiest job: Get the highest possible price for her
home in the shortest amount of time. Period.

To make this happen,
1 She sets an asking price that’s higher than what she thinks she’ll get.

Very few prices these days are really and truly firm.

+* She negotiates hard on all points. You can expect one of three things to
happen if you insist on knocking off a significant amount from her price
because of a faulty dishwasher or a carpet you feel needs to be replaced.

e She'll give you an outright, “No, thanks.”
¢ She’ll be willing to discuss a compromise.
e She won’t even dignify your offer with a response.

1 She refuses to settle until she knows she’s getting a good deal for her
home. Sellers rarely agree to a sale if they feel they’re not getting what
they deserve.
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Of course, the motivated seller, a subspecies of the seller, is slightly different.
How? She’s much more flexible on all aspects of the sale, and for one good
reason: She’s eager to sell. For whatever reason, she can’t allow the house to
sit on the market for weeks or even months. This type of situation can be a
real opportunity for the serious buyer.

But if a seller is not in a hurry, and she knows what the house is worth and
has decided that that’s the amount she wants, no matter what, then it’ll take
the First Cavalry to move her. (For more insights into negotiating with a
seller, see Chapter 5.)

The buyer’s game

The buyer — and for purposes of this book (except for Chapter 16, where
you're the seller), that’s you — is out to pay the lowest possible price for
the home that meets his needs in as many ways as possible. He’s looking for
location (location, location), size, amenities, and, of course, price.

For you to score your ideal second home, consider working with an agent to
negotiate pricing and terms on the home of your choice. Or you may choose
to handle the hands-on dickering yourself. Check out Chapter 5, if that’s the

case. Like the seller, you won'’t settle until you feel like you're getting exactly
what you want and for the price you want to pay.

There are also motivated buyers. These buyers need to purchase something
and, thus, sometimes agree to a higher price than they’re happy with in order
to get the house they want, with what they want in it, in a location they’re
excited about. There may be lots of reasons for the urgency, but it boils down
to an opportunity for the seller who holds the house the buyer is interested in.

The agent’s game

The real estate agent’s place is somewhere in between the buyer and the
seller. His job is to shepherd the sale to the closing table . . . no matter what it
takes to do so, all within the ethical guidelines, of course. (Real estate agents
are obliged to follow their national real estate organization’s Code of Ethics.)

Agents typically represent either the buyer or the seller and always work
closely with the co-broker representing the other side of the deal. If there’s
no co-broker, then your agent deals directly with the seller. Everyone’s goal?
To come to terms on the second-home sale.
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Because the agent works on commission, and also because he doesn’t get
paid until the deal closes, it’s in his best interest to see that the deal reaches
the closing table and that all parties are satisfied and cooperating by doing
their part in creating a happy experience for all. (Chapter 6 has all the details
of the agent’s role and how you can work with him.)

If you’re not using an agent, the process is still very much the same: Negotiate
the price and conditions, sign the contract, get the necessary inspections
and appraisals done, get the financing in order, and get the transaction to the
closing table.

After You Purchase: Putting
Together a Support Team
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Second-home ownership is on the rise, so how hard can it be? You put your
money down and voila, it’s your home, right? Depending on how you plan to
use the home, you move some stuff in and plan for your next vacation, or you
find some renters. Well, it’s not quite as simple as that.

Buying and owning a second home adds a level of complexity to all aspects of
your life, especially when your second home is several hundred miles away
from your primary residence. If something happens, you can’t exactly drop
everything and stop by to check on the place. This section explains how you
can deal with crises when they pop up.

If you don’t have a support team, you’ll be largely left to your own devices
when any type of emergency or issue comes up. If you live 20 minutes down
the interstate, then you can probably handle it on your own. But if your home
is more than an hour or so away, then follow the advice in Chapter 13 and
form a solid support team for yourself and your home.

For the day-to-day responsibilities

By forming strong, friendly bonds with property managers, real estate agents,
and your neighbors, as well as with any friends or family who live close to
your second home, you’ll have a much easier time managing your abode from
afar with all the day-to-day issues and responsibilities. Without this network,
you’re on your own.
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Your support team can help maintain the home and handle any issues, regard-
less of how far you are from your second home. Your team’s responsibilities
may include cutting the grass, trimming the hedges, cleaning the gutters, and

handling any other regular maintenance and upkeep.

If you're planning on renting your place, you can hire someone to help you
with all the paperwork and upkeep. For example, a property manager can

handle the marketing of the property to potential renters, keep an eye on the
place when you're not in town, and hire subcontractors to handle odd jobs
like plumbing problems and routine care like lawn maintenance. (Check out
Chapters 11 and 13 for more on working with a property manager.)

Dealing with the late-night

emergency call

Phones don’t generally ring in the middle of the night for no good reason.

When you live eight hours away from your second home and you get a call
in the dead of night from someone living in or near your home, you can bet
dollars to doughnuts something serious has taken place. This is when your

support team can swing into action (it can also come to your rescue for emer-

gencies during daylight hours, too).

Laying down the ground rules for people
who use your home

If after you purchase your second home you
decide to let friends and family use it, you want
to ensure that you protect your investment.

A friend of mine owns a few vacation homes,
none of which are rented out but all of which
are used on a regular basis by his friends and
family members. Like many of the owners | have
rented from, he leaves a sheet of rules, instruc-
tions, and info on the refrigerator in the home.
This list cuts down on the number of frantic calls
he receives (telling him, for example, that the
televisions won't turn on) and the amount of
cleanup that he has to do after they depart.

The following set of House Rules — shame-
lessly pulled off my friend’s second home’s
refrigerator and reprinted almost verbatim —
paints a clear picture as to how guests should
be instructed to treat a home like it's their own.
(This list was developed after several infrac-
tions took place, and it's mostly directed at the
owner's children and friends.) You'll want to do
the same thing at your second home. Feel free
to photocopy the rules or draft similar rules for
your own guests.
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House Rules

Note: This stull is listed n wo pavticular ovder of importamce. | hope you enjoy youv stay at
wmy vacation home. In veturn for my gewevosity, | expect visitors to tveat my home like they

treat their own (bettey, i they've homes aven't cleam ama weat), veport amy damage or
problems as soou ais possible, and leave the place as cleam (prefevably CLEANER) ats it was
when they avvived.

.

2.

Pk your cav

Questions that may come up while you ave heve cam be Aivected to me. Home phone
nwumber is and wmy cell phowe is

Feel free to use the telephone for local ama weav-zone calls ov to call me £ you have
questions. Please Adon't make other long-distamce calls from my telephone. Note: The
local telephone book is stoved

Cleaning supplies (vacuuwm cleamey, Austing vags, glass cleamey, amd so ow) ave located in

Feel fvee to watch TV amd note that we have all the movie chawnnels. Eyjoy those
chamnels i you wish, but dow't ovder Pay-Pev-View movies because they ave villed
sepavately.

| hawe wiveless broadbamd available if you cave to access the Intevnet wivelessly on
your own wotebook computer (wot suve you have the havdwave to Ao it, but it's available
i you Ao). The wiveless signal is vevy strong throughout the eutive condo.

Dou't opem the gavage Aoov. It's locked, ama | prefer to keep it locked.

£ you find amy mail in the mailbox, please leave it on the counter when you leave.

Upon leawving, check that all windows ave propevly closed amd that all Adcors ave closed
amd locked. Also, please vemove amy pevishable Pood stored i the vefrigevator.

. Take amy trash out.

. In case you get locked out, Aow't pamic. The uext Aoor neighbor has a spave key to our

unit. Hev phone number is

. Leave me a note on the Aining voom table amd tell me which beds weve used. | will

chamge the sheets at a later Aate. But, please Ao make Hhe beds so that the vooms
lock neat amd ovderly upon my avvival.

. Regarding towels, you have two choices: bring your own ov use wine. I you use wine, that

is okay, but Avape Hhe wet oues over the sliding tub enclosuve amd pile up the used Avy
ones on the counter by the sink, so | will know which owes ave dirty. Sawme holds true fov
the three kitchen towels. Theve ave move cleam towels in the bedvoom Avessers, ana
wove kitchen towels i one of the Avawers to the vight of the kitchen sink. Theve ave
wove sheets i the bedside tavles.

23
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You may receive a late-night call for any number of reasons:

v Maintenance issues: A pipe broke, or the air conditioning won’t kick on.

v Security concerns: The alarm company received a break-in signal.

v Personal injuries on your property: Some guy fell on your lawn and
broke his arm.

1 Weather-related disasters: A tree crashed through your roof, or your
basement has 3 feet of water in it.

1+ Unforeseen calamities: A car jumped your lawn and is now in your
living room.

v Major property damage: A fire seriously damaged your garage.

Having someone you can trust living near your second home is especially
important if your primary home is a great distance away. A good way to deal
with these issues is to think about them in advance and determine what
steps you’ll take when an emergency happens. If you plan to rely on a neigh-
bor, friend, or relative to help you handle crises, give them a heads-up that if
you get a late-night call, you may be waking them up, too. Chapter 13 can
help you figure out whom to call and how to handle emergencies.

Retiring to (And Protecting)
Vour Second Home

When the time comes to retire to your second home, you want to take a few
steps to shore it up and make sure that it’s ready for full-time living. (Check
out Chapter 16 for more advice and info on moving into your second home.)
Here are some things that you can do:

v Have a security system installed and turned on to protect yourself and
your belongings.

v Inspect all windows and door locks to make sure they’re operable and
can be properly secured.

v Check outdoor facilities (such as screen doors) for their ability to close
and lock properly.

v Get adequate insurance coverage for the home (if you don’t have it
already) and its contents (particularly if you're going to fill up the home
with all of your earthly belongings).

By protecting your home, you can feel more secure. Enjoy retirement and
your home. You deserved it.



Chapter 2

Figuring Out Whether You Can
Atford a Second Home

In This Chapter

Assessing your financial situation

Deciding whether a second home is in your budget
Staying within your limits
Figuring the expenses

Paying for your second home

0ne of the first things you should do when considering a major purchase,
whether it’s a second home, third boat, or fourth car, is to make sure
that you can afford it. When you’re thinking about buying another home, you
don’t want to end up having two pieces of property draining your checkbook
to an alarming level every month. In order to prevent you from biting off
more than you can chew, this chapter helps you assess your financial situa-
tion, get a breakdown of the basic expenses associated with second-home
ownership, and figure out how to pay for a second house and its upkeep.

Evaluating Vour Financial Situation: Can
Vou Afford a Second House Now?

Owning a second home gives you great bragging rights and probably some
comfort when you think about your future. Because many people consider
property ownership an important part of the American dream, owning two
homes can translate into financial security: It’s the type of investment that
rarely loses its value. Plus, knowing where you’ll be spending your retirement
years provides reassurance about that phase of your life. But a second home
isn’t worth the commitment if you can’t afford the upfront cost, monthly pay-
ments, and maintenance and upkeep involved in owning one.
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Before you make the huge decision to buy a second home, this section helps
you look at your finances to determine whether you have enough money for
such a large investment.

Looking at your assets and liabilities

Before you take on the responsibility of a second home, you need to thor-
oughly and honestly evaluate your financial situation. An easy way to do this
evaluation is to list your assets (how much money you have on hand) and
then your liabilities (how much money you owe in the form of mortgages,
personal loans, credit card balances, and so forth).

Your list of assets may include
v Liquid cash: Money you have ready access to in your savings, checking,

or money market accounts.

1 Value of your investments: How much money you have invested in
401(k)s, retirement funds, mutual funds, and other accounts, whether
or not such funds are liquid.

v Equity in your primary home: Equity is the value of your primary home
minus the total amount that you currently owe on your mortgage.

v Personal property: Valuable collections, such as stamps, art, guns,
collectibles, jewelry, vehicles, and so on, are assets.

Your list of liabilities may include
v Mortgage balance (including home equity amounts) for your
current home
v Balances on car loans and student loans
v Revolving credit card balances

v Personal loan balances (including unwritten loans you're paying off
to friends or family)

Evaluating your net worth

After you know your assets and liabilities, you can figure out your net worth,
which is the value of all assets, including cash, less your total liabilities.
Knowing your net worth is important for second-home buyers because

you can see exactly what you have to work with for a down payment. This
amount can also be a source for closing costs and, perhaps, a new monthly
mortgage payment (which will eventually be mitigated if you rent the place).
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To figure out your net worth, subtract your liabilities from your assets. Here’s
an illustration:

Assets ($214,000) - Liabilities ($26,000) = Net worth ($188,000)

When looking at your net worth (what you’re worth on paper) and your
monthly income and outgo (what comes in and goes out every month), you
need to ask yourself two important questions:

+ How much of your net worth are you able (and willing) to spend on a
down payment for a second home? This money will come from your
savings, investments, a home equity loan, or a combination of these.

+ How much are you able (and willing) to spend each month on paying
for your second home? To answer this question, figure out your current
monthly expenses: expenses that absolutely must be paid without fail.
Then determine what'’s left over to pay for a second mortgage (see the
next section). Of course, if you plan to rent your second home, you’ll
have a source of income to help pay the mortgage. (Check out Chapter
11 for more info on garnering rental income from your second home.)

When figuring your monthly income and outgo, make sure you factor in any
additional income, such as alimony, child support, or other regular sources
of funding you receive, as well as extra expenses, like alimony or child sup-
port. This cold appraisal of everything you bring in and spend allows you to
determine the total amount of monthly income that is available to invest in a
second home.

Figuring your monthly surplus

After you know what your current monthly income and expenses are, plug
the numbers into Figure 2-1 to calculate your monthly surplus (the money you
have left at the end of the month after you pay your expenses) available to
pay for a second home.

The basic rule: The costs for your primary home should be a third of your
gross income. So for example, if you earn $7,000 a month in gross income, your
housing costs are $2,000 (including mortgage, taxes, and homeowners’ insur-
ance) and your monthly living expenses are $3,000, then you have $2,000 left

in monthly surplus for a second home. You have to decide whether $2,000 per
month is enough to comfortably afford a second home. It very well may be,
depending on what your secondary mortgage will be. For example, if you buy
a $200,000 property, put down $50,000, and get a fixed 30-year mortgage at 5.9
percent, your monthly payment without taxes will be $889.70. That would leave
you with about $1,100 for property taxes and other expenses. Is that enough?
You need to make that decision based on your own circumstances. If it’s not,
you may need to buy something cheaper, find a way to put down a larger
deposit, or hold off on buying a second home right now.
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1. Enter your gross monthly income (how much you earn before taxes and other
expenses are withheld).

2. Enter your total monthly housing costs, such as mortgage payments, private
mortgage insurance, taxes, and homeowners’ insurance paid on your primary
home.

3. Subtractline 2 from line 1.

4. Enter your other monthly expenses, such as credit card debt, student loans, car
loans, medical bills, and so forth.

5. Subtract line 4 from line 3.

6. This amount is your total monthly surplus available.

Mortgage bankers use gross income to determine worth and borrowing
power. But in real life, calculating net income (what’s left of your paycheck
after taxes and benefit deductions) less outgo provides a clearer picture of
your monthly financial situation.

Be honest with yourself about every penny that goes out, lest you wind up
in the red after purchasing your new second home. Sometimes unexpected
situations affect your financial picture. If a loved one is ill, for example, and
you’re helping to pay for medical care, you’ll want to factor that expense in
as a liability. If your daughter just went off to college and is burning through
$800 a month in spending money, be sure to take that into account.

This bottom-line number can tell you where you stand financially and provide
you with a glimpse of reality regarding your second-home purchase. Can you
do it? Should you do it? Knowing how much more you will spend each month
can help you answer those questions.

Knowing and staying within your limits

If you had a dollar for every time someone warned you not to overextend
yourself financially, you’d probably be able to pay cash for a second (and
third, and maybe fourth) home right now. (And after you read this section,
I'm going to owe you a dollar, too.) I can’t stress enough how important it is
for you to realize that second-home ownership is a major undertaking.

If you don’t understand your financial limitations before you move ahead
with choosing and financing a second home, you risk losing at least your
second home to foreclosure, and possibly your first house, too. Foreclosure is
when the lender sells the home to cover the debt that you owe. And yes, it’s
as horrible an experience as it sounds. And adding insult to injury, not only
do you lose the second home, but you also lose everything you put down on
the place when you bought it. So think carefully before making the plunge.
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Use the following fun short quiz to help you get a handle on your financial
limits. Answer yes or no. Be brutally honest.

1. Do I save money on a monthly basis?
2. Do I live paycheck to paycheck?

3. Am I in the red at the end of the month on a fairly regular
basis?

(If you said “Yes” to questions 2 and 3, you may want to reconsider
an outright purchase of a second home.)

4. Can I afford the mortgage payment, insurance, property taxes, and
upkeep on another home at this time?

5. If I answered “No” to question 4, is there an active rental market in
my second-home location of choice right now?

(If so, then rent coming in on my second home every month may cover
some or all the expenses associated with second-home ownership.)

6. Considering my own financial situation and the current real
estate market conditions, is real estate a good investment right
now?

(For example, if it’s a hot seller’s market — a market where housing
inventory is low, appreciation is high, negotiating room is limited, and
housing prices are through the roof — but your job situation is iffy, you
may want to think twice about buying a second home right now.)

7. Do options like timesharing or leasing sound more feasible to me right
now?

(These options are viable for individuals who want a vacation home, but
who don’t want to take on the expense of owning one outright. Check out
Chapter 3 for how you can take advantage of a timeshare and the “Trying
leasing before buying” section later in this chapter for more info.)

Only you and any cosigners will be responsible for the payments on your
second home, so be honest with yourself when figuring out whether you can
afford a second home. You may be counting on the rent of the home to cover
its monthly nut (the total monthly expenses to keep and maintain the house),
but tenants move out, and sometimes rentals stay vacant for a while. So
always be sure you’ll be able to pay for the home, even when it’s empty.
(Unless, of course, you're a gambler at heart and are willing to let the chips
fall where they may! Not a recommended strategy, by the way!)

If, after reading this section and completing the quiz, you’re now confident
that second-home ownership is right for you and your long-term financial pic-
ture, then good for you. If, however, after these exercises you're still having
doubts about your ability to afford a second home, retrace your steps, look
again at the numbers, and weigh the pros and cons one more time before
making a final decision.
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Considering timing

Location means a lot in real estate, but timing is also very important. Life
events — both expected and unexpected — can play a significant role in
your ability to buy a second home.

That’s not to say that everything needs to be perfect for it to be the right
time to invest in real estate. It doesn’t. But you should carefully consider job
security, life events, and health issues before you jump into the second-home
market feet first. You improve your chances of second-home success if you
work through the timing issues now, in advance of signing on the dotted line.

For instance, if you're in the middle of a two-year divorce battle, now is prob-
ably not the best time to buy that $500,000 condo in Myrtle Beach, South
Carolina. Think carefully before you plunk down a $10,000 deposit on that
bungalow on the French Riviera (no matter how badly you may need a vaca-
tion there right now!).

Trying leasing before buying

What if your financial analysis didn’t make you smile and you still want a
second home? Just because your numbers aren’t perfect doesn’t mean you
still can’t have your own little slice of heaven nestled on a shoreline or situ-
ated a mile away from the Las Vegas Strip. If you enjoy visiting the same area
on a regular basis, you may want to consider leasing first before buying.

You can rent a place from owners who, if asked nicely (and monetarily com-
pensated, of course), will often hold certain weeks each year for their best
customers. This arrangement can work well for you if you're not quite ready
to buy a second home but want to know how it feels to vacation at the same
place every year.

If you lease a home in a popular vacation area, you can also use your time to

get to know other owners and suss out how they like their properties, whether
maintenance and upkeep are affordable (you’ll find that many will be almost

too eager to tell you what you’d like to know, especially when it comes to what
they’re not happy about), plus their take on the experience of owning a second
home. Use this time to your advantage, and factor all this knowledge into your
final second-home buying decision, whether that happens now or in the future.

You can also check out “for lease/rent by owner” Web sites, such as www .
vrbo.com and www.vacationrentals.com, where you can view properties
and rates without any sales pressure.
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Figuring Out How Much (Second)
House You Can Afford

Assuming you already own your primary residence, you know what it took to
get you there: You know what it’s like to apply and be approved for a mortgage
and to pay the closing costs on your purchase. You also know what it takes to
pay that mortgage every month, while also covering the taxes, homeowners’
insurance, home repairs, and routine maintenance.

However, owning a second home does have its differences. This section gives
you a more detailed look at the financial commitments of second-home own-

ership, which can help you decide whether your budget allows for the added
expenses.

Keep that calculator handy: Adding it up

Even though the real estate transaction process is, of course, similar for pri-
mary and second homes, buying a second home can be more challenging
when it’s time to get a mortgage. Just remember: Buying a second home is

a numbers game. As with most real estate purchases, you want to look at
not only how much money you have to spend on the property, but also how
much money you can make on the investment from appreciation and rental
income (if you choose to rent the property).

Using some nifty online mortgage calculators

Second-home buyers can use all sorts of free, Buy_a_Vacation_or_ Investment_
online calculators to determine everything from Home /What_You_Should_Know/
basic monthly mortgage payments and tax benefits.html: GMAC’s site offers
advantages of second-home ownership to loan biweekly and monthly payment, mortgage
amortization schedules. Check these out for loan, ARM versus fixed rate, and annual
starters: percentage rate (APR) calculators.

v The Mortgage Calculator, www. 1+~ Mortgage-Calc, www.mortgage-calc.
smartmoney . com/home: Smart Money's com: This site boasts a variety of mortgage
mortgage calculator figures the monthly pay- calculators that help buyers compare dif-
ment, calculates the effects of prepaying the ferentloan offerings, determine whether it's
mortgage, and analyzes the composition of better to rent or buy, and figure out how
future monthly payments. much they can borrow.

v GMAC Mortgage Calculators, www.
gmacmortgage.com/Purchase/
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When buying a second home, you’ll likely pay higher interest rates and down
payments than you did for your first home because lenders know that during
tough financial times a borrower is more likely to pay for his primary home
and leave the second-home mortgage to languish.

To calculate how much home you can afford, use the same reasoning that
you used when you purchased your primary residence. A simple online
search for a “mortgage calculator” can provide you with many tools.

To the do-it-yourselfers: There is no simple, by-hand formula for calculating a
monthly mortgage payment. (That’s why God made banks and computers.)
However, there is a “down-and-dirty” trick you can use to at least give you a
sense of what kind of monthly payment you’re looking at:

1 Simply divide the loan amount by the term of the loan in months.

For example, a $180,000 loan divided by 360 (the number of months in a
30-year mortgage) comes out to $500 a month.

2. Multiply that amount by 1.5 (for a 3 percent interest rate) to 3 or more
(for a 10 percent rate and up).

Doing so can give you a fairly good estimate as to what you’ll pay just on
the loan, without escrow.

And this trick works: At a 3 percent rate, multiplying that $500 by 1.5
gives you $750. And what do the amortization calculators come up with?
$758.89. And with the 10 percent rate? Multiplying $500 by 3 gives you
$1,500. The amortization calculators come up with $1,579.63.

The mathematically astute readers can easily work this formula to come up
with a rough estimate for all the rates in between 3 and 10 percent. For the
math-challenged, I suggest you pick up the phone or go online to use a mort-
gage calculator.

After you have your final monthly payment calculated, you need to add on

a few more costs: insurance and tax payments, as well as any recurring
monthly fees associated with the home, which normally include maintenance
and the amount you expect to pay a property manager to maintain and rent
out the home while you're not using it (if you opt for this route). Of course,
you need to also be prepared for unexpected repair bills. Whether you're
renting out the house or not, a kaput water heater needs to be replaced now.

If, for whatever reason, the numbers don’t work for you, the next step is to
revise your target home’s sales price down. If, for example, that $750,000
single-family home in the golf course community is obviously out of reach,
then you set your sights on the $500,000 condo in the same "hood.
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Considering the expenses

Before you make the final decision to jump into the second-home market-
place, you need to have a complete grasp of the various costs associated
with owning a second home. These expenses go beyond your monthly mort-
gage payment, and keeping current with them is every bit as important as
meeting that monthly commitment.

Homeowners’ association fees

The Community Association Institute (CAI) has estimated that about 1 in 6
Americans lives in a community managed by a homeowners’ association. If
you’ve never owned a home that was part of a development or a complex,
you may be surprised at the additional monthly expenses that come with
owning a condo or home that’s managed by an association. Depending on
where you buy, you may have to pay monthly, quarterly, or biannual associa-
tion fees that cover such expenses as general neighborhood upkeep, lawn
maintenance, snow removal, water and sewer expenses, electricity (for park-
ing lot lights, tennis court lights, and so on), and cable.

Be sure to ask about the types of fees you’ll be expected to pay in your com-
munity and factor these costs into the budget for your second home. Condos
have particularly high fees that usually cover several expenses that you’d
otherwise have to pay on your own (such as water and sewer or exterior
maintenance). Single-family homes and townhouses command lower fees,
with much of the maintenance responsibility falling on the owner’s shoulders.

Maintenance: Inside and out

No matter where your second home is located, you’ll have to maintain the
property inside and outside. Your grass will certainly grow, filth will find
your windows, and loose trash may occasionally blow into your front yard.
Maintaining your second home is an ongoing task, and you need to factor all
these types of maintenance issues into your budget.

For example, owning a house by the shore may be hip, but the reality is that
maintaining such a dwelling can be tough on your checkbook. All it takes is
one active hurricane season with its delightful driving rain and 75 miles per
hour winds to take a toll on what was once a beautiful little home by the sea.
The interiors of homes in close proximity to saltwater also need TLC. Even

if your home isn’t located near the shore, it still has regular maintenance
requirements. Lawns, yards, and swimming pools all need regular upkeep and
repair, with breakdowns often occurring at the most inopportune times.

33
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Keep these realities in mind as you preview properties, and don’t be afraid to
ask the current owners about their maintenance routines. (They probably
won't tell you about the negatives, but asking doesn’t hurt.) Be sure to set
aside funds every year for maintenance and repairs. You can do some of the
maintenance and minor repairs yourself (for example, mowing the yard), and
some things won’t be necessary at all depending on where you buy (you
don’t need to shovel snow in Miami, right?). And even if you buy a condo in
Vegas where you have condo fees to pay, you'll still deal with regular, perma-
nent maintenance expenses one way or another.

Damages and repair costs

You keep your primary home looking good and running like a well-oiled
machine, right? You need to take care of your second home with the same
diligence and attention to detail. It needs to be kept in tiptop shape, free of
damage, and in the best condition possible. This ensures that your invest-
ment is protected, and it also assures that your home is aesthetically pleas-
ing to neighbors, guests, and renters. Always be prepared for those bills for
necessary repairs that rear their heads unexpectedly.

Many homeowners’ associations have a year’s income in the bank as a
reserve for . . . well, for whatever must be paid on behalf of the complex. As
an individual homeowner, you likewise should have an emergency fund to
pay for repair or replacement of appliances and heating and cooling systems.
The fund should be equal to the cost of the worst possible immediate prob-
lem you may face. For example, what if your stove, washer, or refrigerator
dies? What would it cost to replace them immediately? Estimating high is a
smart move. What if your furnace, central air conditioning unit, or water
heater self-destructs? You need to know what it’s going to cost to get these
necessities repaired, so have a fund to tap as needed.

To be sure that you're not caught unprepared, you may want to keep $500 to
$3,000 in reserve for unexpected expenses. Of course, you can always put
these expenses on a credit card, but if at all possible, you don’t want to add
to your credit card debt by paying for necessary repairs.

You can delegate just about all the maintenance duties on your second home
to a property manager, but you're going to pay for her time, in addition to the
actual costs of the services. Is your time worth more than the costs of these
services? You need to decide that and act accordingly. (Check out Chapter 13
for more on hiring a property manager and the related fees.)

Homeowners’ insurance

Homeowners’ insurance comes in many different forms, depending on where
you live and the type of home you buy. Furthermore, as the owner of a second
home, you’ll probably have to shell out more than you're used to paying for
your primary home. More things can go wrong when the owner isn’t present,
and insurers factor this reality into their rates for second homes.
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Location also plays a key role in insurance rates. For example, you can expect
to spend more money on homeowners’ insurance in higher-risk states, such
as Florida, where hurricanes have created a rough market for current insur-
ers. Along with the additional cost, you can expect to spend extra time find-
ing insurance for homes in high-risk areas.

If you're buying a condo, your condo association fees will cover your home-
owners’ insurance, which includes liability and hazard coverage. But you
must also take out your own contents insurance to cover your possessions
and furniture. For more info on homeowners’ insurance, check out Chapter 8.
For now, just be aware of the need for and cost of this coverage and be sure
to factor it into your buying decision.

Taxes of all kinds

Benjamin Franklin said the only things guaranteed in life are death and taxes,
and the latter certainly holds true for owners of second homes. Taxes come
in many forms. (Chapter 14 discusses in detail how second-home ownership
can affect your tax situation.)

v Property taxes: You may not be living in the home full time, and you
may not have kids attending the local school district, but you still have
to help fill the municipality’s coffers for the coming year, every year.

Property taxes are based on a fixed proportion of the value of the prop-
erty being taxed. The property owner pays these taxes; she is liable
regardless of whether the home is used and whether it generates
income. The good news is that these property taxes are almost always
deductible on your federal income taxes.

v Income taxes: If you rent out your second home, remember that rental
income is taxable income.

Renting out your second home can impact your right to deduct property
taxes on your tax return. Talk to your accountant.

v Automobile registration taxes: If you decide to register a vehicle at your
second home’s address, you should first determine what the vehicle
taxes will be and compare that figure with what you’re paying now. You
may be better off keeping your cars registered at your primary address.

Also, check your state statutes: Some states require a certain period
of residency for automobile registration (and resulting taxation).
Registering a car in a second home’s state to save on taxes when you
spend 50 weeks a year at your primary home may not be legal.

35
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Traveling to and fro your new home

A final expense to consider when purchasing a second home is the trans-
portation expense that you’ll incur getting there on a regular basis. With fuel
costs fluctuating wildly, think about the gas your vehicle requires to make the
trek. Sure, gas may be (relatively) cheap one day, but one global crisis can
send prices skyrocketing, and you can’t avoid this expense.

You may face other travel expenses if your second home is far from your first
home. If it’s more than a day’s drive, you need to factor lodging, meal costs,
and the myriad expenses that always crop up when traveling. Are you flying
to your second home? Consider the airline ticket, any parking fees, and
ground transportation costs to get to and from the property.

How Are You Going to Pay for It?

You can pay for your second home in a variety of ways, although most
second-home buyers stick with one of three strategies:

v They take out a mortgage for the second home.

v They pay with cash.

v They rent the home and use the rental money to pay a mortgage.
If your primary home is already paid off, then the challenge of juggling two
mortgages isn’t on your radar screen. Thoroughly review your finances,

though, to be sure you’re ready for a new mortgage, property taxes, home-
owners’ insurance, and repair/maintenance costs.

This section covers the pros and cons of paying cash for your second home,
addresses the realities of having two mortgages at once, and suggests that
renting the property can offset some of the associated expenses.

Twice isn’t always nice: Two
mortgage payments

If you get stressed every month when you receive that three- or four-figure
mortgage statement in the mail, and your other house-related bills (for prop-
erty taxes, homeowners’ insurance, and so on) add to your mental strain,
then you may want to think twice about taking out an additional mortgage.
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Two mortgage payments can stretch a budget thin pretty quickly, so enter
into a second-home mortgage with a full knowledge of your monthly budget
and available financial resources.

The good news is that more and more people are buying second homes these
days, and mortgage lenders are responding by offering a wide range of prod-
ucts and services to meet those needs. Still, you should expect to search a
little longer for your second-home mortgage to find a good deal.

Don’t leap at the first loan that comes your way. Take your time and find the
right lender for your situation. A little extra legwork can save you money.

Laying down cold, hard cash

Another option you have when buying a second home is to lay down your
hard-earned cash. Where can you come up with such a large sum of dinero?
The following are your main options along with the concerns you must think
about if you choose that option:

+ You can cash in your 401(k) or other retirement plan. But before you
do, check out the rules associated with cashing in early. Most plans
charge a 10 percent penalty.

+* You can borrow from friends and family. These folks can be great
sources of funds if they’re financially well situated and inclined to help.
In exchange, maybe you can offer them annual use of your new pad.
However, borrowing from a close relative or pal can create problems
that you can avoid by relying on a third party that you're not so close to.

+* You can drain your savings and investment accounts. Approach this
option cautiously. Consider using only a portion of your savings and
investment accounts for the new home, and saving the rest.

+ You can win the lottery or strike it big in Vegas. Sorry, but I don’t have
a strategy for this option, but hey, if you strike it big, you may be able to
buy a second, third, and even fourth home. (Can you dream Bora Bora
or someplace exotic and serene?)

Paying your mortgage with rental income

If you don’t have a lump sum of cash to purchase your second home and you
don’t have surplus income each month to pay the home’s mortgage, you may
decide to rent out your second home and use the rent payment to pay your
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second-home mortgage. With careful planning, your second home can be a
lucrative investment that not only appreciates in value over time, but also
creates a revenue stream as soon as you begin renting it out. (Chapter 11
discusses in more depth what you need to know if you decide to rent out
your second home.)

If, for example, you have a $2,000 a month mortgage on a property in Denver,
Colorado, you may well be able to charge $2,000 a month in rent (depending
on the time of year and what the market will bear), which will completely
cover the monthly mortgage payment. Understand, however, that insurance
and taxes will also come due, and that repairs and maintenance may also

be in order. Of course, if the area market rental prices are higher, the rental
income may be able to cover these expenses. (Which, truth be told, is a very
nice set of circumstances!)

Although a long-term rental offers you a sense of security that someone is
living in and taking care of your second home (and the lease guarantees
income for a specific amount of time), short-term rentals in vacation spots
can be particularly lucrative. The downside is that these units fetch the best
rates (and are in most demand) mostly during certain seasons, and their
pricing depends on their location and size. A two-bedroom, two-bath condo
in Honolulu, Hawaii, for example, rents for $2,500 a week during the high
season, while a three-bedroom, two-bath townhouse in Clearwater, Florida,
rents for that much per month during the area’s high season.

With proper planning, smart research, and a keen awareness of what appeal
your second home has for renters, donning a landlord’s hat can help ease the
financial burden of paying for your second home.



Chapter 3

Considering Your
Second-Home Options

In This Chapter
Choosing among second-home options
Building versus buying already built
Buying land to build on

Considering options if you don’t want to buy

F)r a second-home buyer, the world is a cornucopia of home choices. You
can choose from scores of different home styles, from detached single-
family homes and townhouses, to condominiums and mobile homes. You can
buy undeveloped land on which to build a new home, and if none of those
options suit you, you can consider alternative ownership options.

This chapter covers the many different varieties of second homes and the
pluses and minuses of each. With everything from basic structural elements
to lifestyle preferences playing important roles in your ultimate selection,
this chapter is where you can really nail down exactly what you are — and
aren’t — looking for in a second home.

Narrowing Vour Options:
What Do Vou Want?

Buying a second home can be a lot like buying a new car: Either you look
around the lot and take what’s available, or you dig a little deeper and ferret
out a style, color, and model that you really want. You go through the same
process when you're looking for a second home. If you're not too picky, you
may be happy in a home that’s already available. Sometimes getting what

you want means you may have to wait several months for the home of your
dreams to be built. Other times, you may have to be patient until a home with
the right features in the right area hits the market. But whether you decide to
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select from what’s available or wait, the point is the same: To get what you
want, you need to know what you want.

To help you clearly spell out exactly what you’re looking for in a second
home, complete the following worksheet. Then use your criteria to review the
various options available in your market and find the perfect second home. If
you need more info about any of the different types of second homes, see the
corresponding section in this chapter. Feel free to write in this book or make
a copy of this questionnaire. Answer the questions and use your answers as a
checklist or give the worksheet to your real estate agent for use during your
home search.

Narrowing Your Options Worksheet

1. What type of second home would you like to purchase? (Check the
ones that apply.)

Q Single-family detached
4 Townhouse

4 Condominium

Q Co-op

QO Manufactured house
Q Mobile home

Q Undeveloped land to build on
U Timeshare

A Fractional ownership
4 Rent before buy

4d Other

2. What features are you looking for?
¢ Minimum number of bedrooms:
¢ Minimum number of bathrooms:
e Total living area: square feet

¢ Total outside living area (decks, patios, and so on):
square feet

¢ Basement: square feet
¢ Lot size:
e Handicapped accessible?

e Size of garage (how many cars):
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3. How old would you like your second home to be? (Check one.)
Q Brand spankin’ new
A Less than 5 years old
4 Less than 10 years old
Q Less than 20 years old
A Less than 50 years old
A Less than 100 years old
4 More than 100 years old
4. Taking accessibility into account, would you like a home with multiple
floors or a single flooxr?
5. What is your desired price range?
Q Under $150,000
Q $151,000 to $250,000
Q $251,000 to $350,000
Q More than $351,000

6. How often do you plan to use your second home each year?
4 Every weekend
Q Once a month
Q Once a quarter
4 Once a year
Q Other

7. What do you see yourself using this second home for (skiing, seaside
vacations, golfing, and so on)?

8. Which of the following amenities must your second home have?
(Check all that apply.)

Q Central air

Q Close proximity to arts/cultural venues
Q Composite countertops in the kitchen
U Deck

Q High ceilings

0 Hot tub
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4 Laundry facilities
Q Private pool
Q Security system
4 Waterfront or lakefront location
9. Do you plan to rent out your second home? If yes, what other ameni-

ties or features do you believe will improve the home’s chance of
fetching the highest rent possible?

10. What other elements or features not previously cited are important to
you as you begin your home search?

Single-Family Homes: The
Most Popular Option

Most people, whether buying a primary or secondary residence, buy a single-
family home. Detached from any other residential structures, single-family
homes are usually landscaped with grass, trees, and flowers, and often
include a garage and an attic. In many states, they may also have basements.
In this section, [ go over your basic options when purchasing single-family
homes for use as vacation pads.

Vou as the one-and-only, oviginal owner

As I write this, there’s no time like the present to purchase a new second
home. The real estate boom of the early 2000s resulted in an overabundance
of new homes — particularly in areas where home values appreciate quickly,
such as vacation spots. The good news for you is that builders have a surplus
of new homes — many of which are competing with existing properties —
that they need to unload. And because the market is more stable than it was
a few years ago, you now have more choices and negotiating room when it
comes to buying a new home.

\‘&N\Bfﬁ If you buy a newly constructed home, you’ll pay more for your second

& home than if you were to buy an existing home because of rising construction
costs and the expensive modern elements that new homes often feature.
Nonetheless, if gorgeous granite countertops, energy-efficient stainless steel
appliances with all the bells and whistles, and stunning floors made of Italian
tile are on your must-have list, then a new home may be your best fit and
right choice.
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Remember that even though new homes usually include many exciting fea-
tures and modern conveniences, they’re not perfect. Chapter 7 discusses the
inspection process and what to look for, and look out for, when purchasing a
new home.

The age factor: Modern, older, or historic

When buying a second home, do you need to consider when it was built

and how old it is? It really depends. The age of a second home matters less
than the owner’s personal preferences and ability to maintain the structure.
Comfort is king, and even if a home has every convenience and feature
imaginable, it won’t matter one whit if you don’t look forward to going there
and don’t love being there. For example, to some individuals, a 150-year-old,
historic home in downtown Philadelphia is the perfect getaway. For others, a
2-year-old, single-family abode with modern appliances and delightful ameni-
ties in West Palm Beach, Florida, is old enough for their liking.

An older home may ooze charm and warmth, and perhaps even nostalgia for
bygone days if you buy something in the 100-year-old category (either you
love or hate those separate bathroom sink faucets, right?), but the house
may require too much upkeep for the out-of-state owner who uses it twice a
year. Be sure to consider the maintenance factor before you fall in love with
that quaint seaside abode that constantly gets buffeted by ocean spray, or
the 19th-century Victorian that needs a new roof and exterior painting, and
maybe a furnace one of these days. (Check out Chapter 13 for more on main-
tenance and upkeep issues.)

Don’t dismiss older homes that need work if you're handy enough to do the
repairs and improvements and you have the required time to do them. Being
able to handle tasks like plumbing and carpentry jobs on your own opens the
field of second homes. If you have a toolbox that could be on display at your
favorite home improvement store, then by all means have at it!

Sizing up your square-feet needs

A 1,200-square-foot single-family home may be plenty of room to live in for
some people, but that “smallish” home can get pretty crowded pretty quickly
for others. Before you buy, think about the typical number of people who will
use the home at one time, and consider their personal space needs. Here are
some scenarios to think about concerning size:

v If you, your spouse, and two children are, for the most part, comfortable
and happy in a 1,500-square-foot primary home, then a smaller vacation
place will probably suffice.
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v If your family loves its sprawling 6,000-square-foot, multifloor home in
the country, then a beach house with plenty of room (2,500 square feet
or more) would be a good choice.

v~ If your family often brings extended family and friends on vacation, then
size matters — a lot. For the sake of everyone’s nerves and the desire to
avoid family feuds, opt for a larger home where everyone can be com-
fortable and not squished together like sardines.

“&N\BER
& Depending on your square footage needs, you want to make sure everyone
who visits and uses your second home is comfortable and relaxed. Keep the
two following points in mind when thinking about square footage:

v Consider issues like kitchen and family room space when checking
out homes. Guests tend to congregate in these areas the most while
on vacation. You don’t want to buy a home that has a tiny kitchen and
family room if you have a large family or group of friends who won’t
have anywhere to sit. Although if the trade-off is larger bedrooms, then
it may be worth considering.

v Make sure you have enough bathrooms and bedrooms. You can never
have too many bathrooms. Let me repeat that. You can never have too
many bathrooms. (Make a pit stop at the next section.)

Counting up the all-important
bathrooms and bedrooms

Does the number of bathrooms and bedrooms really matter for your second
home? When thinking about these rooms, think in terms of the minimum
number of bathrooms and bedrooms you find acceptable, as opposed to an
exact number. This way, you won’t risk missing out on a great house because
it has one too many rooms.

A good rule for bathrooms: Start with one full and one half bath. No matter
what the size of your family, this arrangement allows you to play the odds
that more than two people won’t need the bathroom at the exact same time. It
\BER may happen, of course, but that extra half bath really takes the pressure off.
\3
< When considering how many bedrooms and bathrooms your second home
needs, remember the following before making your decision:

v Choose the number of bedrooms and bathrooms in your second home
based on the size and needs of your family. Can two younger brothers
share a room? Does your teenage daughter insist on her own bathroom
or she’ll “just die!?” A good rule: You need one bathroom for every three
individuals in the home. So if six people live there, have at least two
bathrooms.
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Your own situation dictates how many bedrooms and bathrooms you
need in your second home. If you, your spouse, your three children, and
your two dogs (no insult intended to cats, of course, but they tend to be
much lower maintenance animals) are comfortable back home in a four-
bedroom, two-bath casa, then something along those lines should be
just fine for your second home.

v Factor in the needs of any guests whom you plan on bringing along on
a regular basis. Will it be a problem when Grandma, who’s bunking on
the first floor, needs to climb the stairs to use the bathroom in the
middle of the night? If so, look for a home with first-floor facilities.

v~ Consider the features that are likely to appeal to potential renters. If
you'’re going to use your second home as an investment property and
rent it (check out Chapter 11), convenience, privacy, and comfort should
be your watchwords when looking at a second home.

1 Look to the future. Your second home’s resale value will probably be
higher if the number of bedrooms is equal to — or close to — the total
number of bathrooms in the home. The convenience of having one bath-
room per bedroom is perceived as a plus to buyers.

These days, a single-family home with at least three bedrooms and two
bathrooms is highly desirable. Those homes with fewer of each tend to fetch
lower prices or take longer to sell. If you plan to retire to your second home
and not sell it in the foreseeable future, these issues won’t matter as much
as the comfort of you and your family does. If cleaning just one bathroom is
more than enough, thank you very much, and you and your family have func-
tioned with one loo just fine (the occasional door pounding and “I can’t hold
it!” and “You’ve been in there all day!” incidents notwithstanding), then feel
free to buy that three-bedroom, one-bath unit being offered at a great price.

If you need to double up in certain rooms while you’re on vacation, bunk
beds, rollaway beds, air mattresses, and even sleeping bags are always an
option for the younger kids (who may be at that age when sleeping on the
floor is still considered an adventure and not something that will result in the
need for a chiropractor!). In other words, even if you don’t buy that four-bed-
room home, with some creative accommodations you can still use your two-
bedroom condo to its fullest potential when guests come over!

Time to level: One story
versus multiple stories

If you want to buy a single-family home, you need to consider how many
stories you want. Single-story and multiple-story homes both have their
advantages. Keep these points in mind while compiling your criteria list
for your second home:
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v~ Single-story homes are conveniently designed and very accessible for
those owners and guests who may need special assistance going up and
down flights of stairs, or who just hate climbing stairs.

Retirees, especially, find these homes to be very attractive. Families with
young children may also feel more comfortable in a single-level home,
where mishaps like falling down the stairs are easily avoided. (But keep

that door to the basement closed!) (Check out the next section for
issues to consider between homes with basements and homes with
slabs.) If you have a single-story home in mind, then you should have
no problem finding a home that fits your budget.

v Multiple-story homes are attractive from the outside and afford
enhanced privacy, especially if the living spaces and some of the
bedrooms are separated from an upstairs master suite.

Multi-story homes are great fun to own on the water, overlooking golf
courses, and tucked into the sides of ski slopes — pretty much any-
where there’s a view. In these areas, you’ll find high demand for homes
where you can sit or stand on a deck and take in the sights. Expect to
pay more for these single-family homes, which is understandable, con-

sidering their allure.

Guess what? They come back

Your kids may be “officially” out of the house,

but there’s “officially” and then there's really
“officially.”

Just because their rooms are empty right now
doesn‘t mean you should immediately move into
that cute — but small — studio apartment in
New York City. Know this well, my friends: Just
because the kids have left does not mean they
won't come back. It could be for a visit, or it
could be (dare | say it) permanent. And this
homecoming is always because of their life cir-
cumstances: They graduated but can’t get a job;
they're married but have separated; their new
business ain't makin’ it and they can't afford to
pay rent. And so forth. I'm sure you can come
up with your own “circumstances.”

So, instead of downsizing your lifestyle to the
point where only you and your spouse can fit in
the new place, consider a second home that
can accommodate another individual or couple
comfortably for a week (or more, if necessary).

This way, when daughter Joan graduates from
college and needs to stay somewhere for the
summer, you won't get the guilties when she
has to stay at a friend’s house — or in a short-
term rental you know she can't afford.

The advice is simple: Live for yourself and enjoy
your retirement years in your second home, but
try to always leave a little room for loved ones
who may need you down the road.
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Basement or slab? Is one better?

In some areas of the country, you won’t have much of a choice between
homes with basements and homes with slabs. Homes in Florida, for example,
are nearly always built on slabs, while those in the mountains of
Pennsylvania almost assuredly will have basements.

If you do have a choice in the matter, opt for the one that gives you the most
benefits. If you need the extra storage or living space, for example, then a
basement home will work best. But if you're looking for a low-maintenance
home with plenty of aboveground space, then a slab will do the trick.

Condos: Fun in the Sun (Or Snow)
without the Yard Work

WMBER
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If you want a low-maintenance lifestyle — where someone else cuts the grass,
cleans the pool, removes the snow, and maybe even pays the water bill — a
condominium just may be your perfect pad.

What exactly is a condo? In a condo, you live wall-to-wall with your neighbors.
You don’t actually own the land under the condo, but rather share it with
other owners. Legally speaking, you own one unit in a multiunit building.

You and the other condo unit owners jointly own portions of the common
elements, which include the roof, hallways, swimming pool, fitness center,
parking lot, and so on. Put simply, a condo is like owning an apartment rather
than renting it. Condos have their limitations, though. This section discusses
the pros and cons of purchasing a condo as a second home.

The advantages of condo living

Not surprisingly, a large percentage of condo owners are seasonal residents,
especially in vacation areas. Instead of letting their single-family second
homes sit empty most of the year, hoping that the landscaper shows up and
something major doesn’t break, people who choose condos as their second
home can rest a bit easier. They know that their condos (many of which have
controlled access to the grounds) are taken care of under the watchful eye of
their neighbors and property managers.
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A condo may be good choice if you're

v Only able to get away to your second home a few times a year, for
short periods.

v Interested in having a pool, tennis court, and fitness center — but
aren’t interested in maintaining them.

v Not at all interested in managing the upkeep of a second home.

v Unconcerned about the possibility of hearing other people’s comings,
goings, music, and noises.

v Keen on living on a high floor in a stack of condos.

v Enthused at the thought of having neighbors close by with whom you
can socialize and rely on for safety and security reasons.

The low-maintenance and usually more affordable condo lifestyle can serve
as a perfect stepping stone for a second-home buyer who isn’t ready to
purchase a single-family home.

The drawbacks to condo living

Owning a condo does have its drawbacks, as many owners will tell you. For
starters, you're going to share at least one wall, probably two, and maybe
even a ceiling and/or a floor, with other residents. Sounds that wouldn’t make
it from one single-family home to another, for example, can carry quite well
from unit to unit in a condo. If your neighbors on the right have a brawl,
you’ll know it. If your neighbors on the left have a particularly powerful
sound system, you’ll hear it. If they’re moving out upstairs, you'll feel it.

You get the picture.

Think twice about that condo if you

v Don't like the idea of using an elevator to get to your home.
v Have a green thumb and/or love having a backyard to hang out in.
v Want your own pool or hot tub.

v Desire a large amount of square footage and the ability to expand the
home’s size in the future.

v Want to barbecue on your own deck, lanai, or patio. Some condos have
strict rules on this issue. (See the section, “For the good of all: Rules for
condo owners,” in this chapter for more on condo rules and regulations.)
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v Don’t want to pay for community-wide repairs and upgrades through
unexpected assessments. (See the next section for more info on fees.)

v Plan to resell your condo in the near future. (Condos can take longer to
sell than single-family homes.)

v Are the upgrading type and like to modify your home. Commonly, condo
bylaws restrict what you can and can’t do to your unit. Adding a bath-
room, removing or shortening a wall, or doing anything else that may
affect the building’s structural integrity is usually prohibited. (You can
bring proposed modification before the condo association board, of
course, but if an architect’s evaluation is required before they’ll approve
aremodeling, you’ll be the one paying the architect’s bill.)

Pay up: Condo fees and taxes

As a condo owner, you must pay monthly or quarterly condo fees that cover
the cost of general repairs and routine maintenance expenses for the com-
plex’s common areas. The money collected from each owner goes into a fund
and is used to pay the monthly bills and to build a reserve for other uses,
including immediate and emergency repairs, and capital improvements, like
painting, parking lot resurfacing, and roof repairs. Fees vary widely from
complex to complex depending on each development’s situation, so be sure
to talk to the current owner or your real estate agent about exactly what you
will be expected to pay each month.

So condo fees are a double-edged sword. On one hand, your lawn mainte-
nance, snow removal, and sometimes even your cable bill is taken care of. On
the other hand, condo owners incur a fixed cost that stays in place until they
sell their unit. It’s convenience versus control: Things are taken care of, but
you have no real control over the costs.

A board of directors, which you as a condo owner elect, oversees the fees
and spending. Condo owners also pay property taxes on their individual
units, and the municipality’s tax collector assesses their unit individually.
(See Chapter 14 for more on property taxes.)

Condo fees are “must pay” obligations. Legally, they carry the weight of a
mortgage payment or a tax bill, and a condo association can, in most states,
foreclose on a unit owner who is six months or more in arrears on his condo
fees. And some condo bylaws allow only three months of nonpayment before
foreclosure kicks in.
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What happens when major work is needed?

When you own a condo, you share the owner-
ship of the land with the other condo owners. So
what happens if the property needs a new con-
crete sidewalk, tile roof, or parking lot resurfac-
ing that isn't covered by the reserve fund? Or
what if the board decides not to drain the
reserve fund for one capital project? Guess
what? You and the other condo owners will be
assessed for the costs. The project's total cost
is divided equally between the condo owners. If
the condo building needs a new roof that will
cost $50,000, for example, and if there are 100
owners, then each owner will have to pay $500
on top of any other regular fees that are due.

To ease the financial strain, condo owners often
are allowed to make monthly payments toward
the assessment. If an individual owner’s share
is $500, the board can decide to allow six
months to collect the money, which would only
add $85 or so to your monthly condo fee. This is
possible, though, only if the reserve fund is ade-
quate to pay the repair bill in a timely fashion, or
if the contractor gives the association extended
payment terms.

All interior repairs and upgrades are the condo
owner's responsibility and aren’t covered by the
condo association fees.

For the good of all: Rules for condo owners

Because condo units are so close to one another, owners must follow rules
and regulations that make for peaceful cohabitation. You receive a copy of

these rules (known as the bylaws) before you close on your condo so you can

review them. You must follow them or risk getting warnings, fines, and other
ugly stuff in your mailbox if you don’t. (Not to mention you’ll tick off your
neighbors.) So although you have to obey some rules, you and your neigh-
bors benefit from regulations that are meant to keep any one owner from
interfering with another owner’s peaceful enjoyment of his home. And, in a
sense, condo bylaws are a comfort. How? No single owner is alone. An owner
can always go to the board with problems and questions. And the board
always has access to professionals like lawyers, accountants, and inspectors

if they’re needed.

Some of the most common condo rules include

v~ Abiding by the hours of operation for certain community amenities.
Pools may be open from 9 a.m. to 9 p.m., for instance, which means
midnight skinny dips are not only not encouraged, but forbidden (no
matter how much fun they are!).

v Restricting barbecues and other fire-related activities to community
areas where common equipment is sometimes provided for your use.
(You may want to bring some grill cleaner with you!)
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v Keeping the noise level down during quiet times, which is commonly
defined as the hours between midnight and 8 a.m. This ensures that
your party-gal neighbor doesn’t blast heavy metal through the hallways
at 2 a.m. after a night of clubbing.

v Not renting out your condo to a third party for less than a specific
period of time. This can range from one week to as much as six months,
depending on the bylaws.

v Making sure that all renters abide by the condo bylaws. You, the owner,
are responsible for assuring that they do.

»* Maintaining a specified speed limit in the parking lot and driving areas.
Also, the number of vehicles a unit owner may have on the grounds is
often spelled out in the bylaws.

The list goes on, and many of the bylaws are just basic common sense.

If, however, you have a problem with one more of the rules, you may want
to reconsider your choice of location. Condo bylaws are determined and
enforced by the board and can be difficult to change unless you have a high
percentage of residents in your corner, ready to fight for the cause. And the
odds are against that, because condo bylaws are designed for the good of
everyone, and a single unit owner who wants something changed for his
benefit is likely to get a chilly response from the neighbors.

Townhouses: VYour Own Home and Land
(Really ) Close to Neighbors

If you want a little grass around your new place, but aren’t interested in a
single-family home, then you should consider a townhouse for your second
home. This section covers the legal and physical characteristics of town-
houses and discusses some of the issues associated with this property.

What exactly is a townhouse?

A townhouse is one of a series of single- or multi-story units attached to one
another by common walls. Yes, townhouses look a lot like condominiums.
Some townhouse communities, on the other hand, are designed to look like
single-family homes. These types feature just two or three units in their own
building. Other types of townhouse complexes consist of many units that are
linked in a long row. A townhouse can be a great choice for the second-home
buyer who isn’t interested in a condo, but who doesn’t want the responsibil-
ity of owning a single-family home.
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Townhouses differ from condos and mimic single-family homes in their own-
ership structure. Townhouse owners hold title to their individual units plus
the land that lies beneath them. Unlike condos, townhouses can’t be stacked
on top of one another, so you’ll never have anyone living above or below you.

Townhouse owners pay property taxes on their individual units, which are
managed by a property or homeowners’ association that collects monthly or
quarterly fees used to maintain the common areas (such as the grass, pools,
and fitness centers). In this way — and in the fact that maintenance fees
cover exterior maintenance and major repairs — townhouses are similar to
condominium complexes. And like owning a condo, you definitely have to
pay a plumber if your toilet clogs, but you don’t have to pay a roofer if you
end up with a leak in the master bedroom.

Owning a townhouse: Issues
and benefits to consider

As do all things in life, townhouses come with their own pros and cons. Many
of the same downsides to condo ownership (refer to the section, “The draw-
backs to condo living,” earlier in this chapter) apply to townhouses. Unlike
condos, townhouses typically have small backyard retreats and other outside
spaces where you can entertain and relax. These features make townhouses
especially attractive for second-home buyers who are looking for the com-
forts of home without the responsibility of owning a detached dwelling.

Like condos, townhouses generally have less interior space than single-family
homes. Note: The “bigger and bigger homes” trend is changing this notion
because more townhouses are now being built in the 2,000- to 3,000-square-
foot range. Also, townhouses don’t allow for future expansion. And another
point to remember is that reselling them can take longer than it would to sell
a single-family home, because certain buyers steer clear of such options.

Mobile Homes: More Than a Trailer

If having an affordable, low-maintenance second home is at the top of your
shopping list, you may want to consider a mobile home. A mobile home has
no permanent foundations and can be moved from one mobile home park to
another. They’ve come a long way from the days when the world knew them
as nothing but boxy, single-wide trailers traversing the nation’s highways.
Today, the newer versions of mobile homes are fully updated and built from
top-quality materials. Many models include the latest amenities like floor-to-
ceiling windows and screened-in porches.
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Today’s mobile homes are also wider than their predecessors, and many are
undeniably attractive inside and out. As has been the case for homes without
wheels, aluminum siding has given way to more attractive vinyl siding for
mobile homes, and some units feature carports and long driveways.

This section points out what’s good and what’s not so good about owning a
mobile home and offers some valuable tips and warnings about purchasing
this style of home.

Where to look: Your main options

If you think a mobile home is your ideal second home, you want to know
where to look, right? This section helps. Most mobile homes are situated in
mobile home parks, where multiple owners use the land in one of two ways:

v They own the land under and around the home outright. This option
is the optimal one: It solidifies the mobile home owner’s place in the
park and in the municipality where the park is located.

v They lease land from the park’s owner. In some areas, leasing a spot in
a mobile home park may be the only option, but you should understand
that it’s not the best option. Why? Because the park owners can raise
lease fees at any time, and the owners may sell the park, which also
often results in higher lease fees. (See the “Potential problems with a
mobile home” section for more details on the downsides.)

If you have your eye on a mobile home in a rural area, then chances are good
that the unit won’t be situated in a park, but on a plot of land. Because you
own the land plus the home, this option provides great flexibility if you're
considering eventually removing the mobile home to make way for a new
single-family dwelling.

Before buying a mobile home, thoroughly investigate the park where your
mobile home is located by talking both to residents and to the park owner.
(Don’t expect the seller to reveal too much, though.) High land costs have
created a hot market for land used for mobile home parks, and many park
owners are leaving their mobile home lessees high and dry by selling out to
commercial buyers who want to build condos and other structures on the
land. Then what? Check out the area and the scuttlebutt about the possible
changes in the park’s future before committing.

If you're buying an existing mobile home in Florida, whether in a mobile
home park or not, look for one that was built after 1992, the year of Hurricane
Andrew. That storm inflicted substantial damage on mobile homes in the
southeastern portion of the state, and since then, building codes have been
upgraded to reflect the need for more-robust mobile home construction.
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Pros of owning a mobile home

When you first think of a mobile home, images of small, dingy trailers along a
county road or in an overcrowded trailer park with loud kids running around
may pop into your mind. However, in the right setting, mobile homes can make
the perfect vacation or seasonal getaway and can be a good choice for the right
buyer. Owning a mobile home does have three significant advantages:

v Lower cost: Mobile homes cost less and have lower property taxes and
insurance rates.

v Convenience: They're always one story, which is great for people with
mobility issues.

1 Total control: As the name implies, you can move your mobile home to
another location. If you tire of visiting California and decide you’d rather
have a second home in Las Vegas, you can find a mobile home park or
piece of land in Sin City, secure your home and its contents, and find a
mover to transport house and all to your new address.

Potential problems with a mobile home

As affordable and convenient as they are, mobile homes come with their
share of challenges and, yes, drawbacks. Here are a few to consider:

v Structural integrity: The structural integrity isn’t equal to that of a
single-family or attached home, although newer mobile homes are said
to last longer and withstand the elements much better than their prede-
cessors. However, if the mobile home is located in a hurricane-prone
area, you'll be the first to evacuate, and you may not have much to come
home to after the storm has passed.

v~ Expensive to move: Moving a mobile home to a new park or location
isn’t cheap.

v Different interest rates: Because mobile homes are classified as personal
and not real property, they are often financed by using loans with interest
rates that are higher than mortgage interest rates.

v Quick loss in value: A mobile home can lose a significant portion of its
value within just a few years of being built, making long-term loans bur-
densome on owners who can’t recoup their investment.

v~ Stricter local zoning regulations: Certain cities and counties may pro-
hibit mobile homes within their jurisdiction, thus leading owners to put
their homes in inferior or undesirable locations.

v More difficult to sell: Selling a mobile home may take time because the
number of buyers looking to purchase this style of home may be limited.
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Buying Land and Building a New Home

Building a home from scratch is generally considered to be the most expen-
sive, time-intensive, and, some say, frustrating way to buy a second home.
You acquire the undeveloped land (with or without sewers, gas, electricity,
and such), potentially hire an architect, and build the house from scratch.

In this section, [ walk you through the basics of this time-honored American
tradition, discuss buying a prefabricated home, and help you understand
what really goes into building a second home from the ground up. (Sorry. I
meant from below the ground up, because you’ll also have to take care of
pouring a foundation!) If you're really serious about building your own home
after reading this section, check out Building Your Own Home For Dummies by
Kevin Daum, Janice Brewster, and Peter Economy (Wiley).

Going the contractor route

If money is no object and a new, custom-designed home is what you
absolutely must have, then a new second home built on a piece of purchased
land is the way to go. After selecting your location (for more about finding
the right location, see Chapter 4), you’ll then scout around for the best new-
home builder you can find — the contractor who will help you bring your
dream to fruition.

Finding a reputable contractor

Before you break ground on that new home, you’ll want to put some time into
finding the right company to handle the job. Here are a few ways to find a
contractor:

v Ask for referrals from family, friends, colleagues, and business associates
who have had personal experiences with specific builders in the area.

v Check out your local newspapers and business journals for published
feedback on the company and its performance.

v Call the local Better Business Bureau and ask if any complaints have
been filed against the particular builder.

v Drive around and look at homes that the contractor has already built.

v Talk to homeowners who have recently worked with the builder.
The builder should be able to supply you with a list of referrals you
can contact.

55
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Asking the right questions

After you develop a short list of potential contractors, take the time to inter-
view each one extensively. By asking the contractors the following types of
questions, you can find out a lot about their experience and which one is
right for you.

v How many houses have you built? The more the merrier. The contrac-
tor who has successfully built dozens of houses is a wiser pick than
someone just starting out.

+ How many years have you been building homes? Experience counts.
So you can truly feel a level of confidence if the contractor you're con-
sidering tells you he just celebrated his 25th year in the business.

+ How realistic are your time estimates? This one may be a toughie in
terms of getting a straight answer, but it’s worth asking anyway. If the
contractor tells you his track record is excellent and that he more often
completes jobs on time rather than late, then seriously consider him.

After you choose: Working with and negotiating

After you decide which contractor to use, you'll likely have several phone
and in-person meetings with him (and possibly members of the contractor’s
team) during which you’ll discuss floor plans (stock, customized, or hybrids
of the two), timetables, the construction process, and what specific amenities
and features are — and aren’t — included in the price.

With the homebuilding industry coming off a multiyear boom, now is the time
to negotiate hard for the extra features and amenities that you want in your
new home. If you want a specific upgrade (such as granite countertops rather
than laminate), don’t be afraid to ask. If you do have to pay for them, haggle
with the builder until you get to a price that you’re comfortable paying. Get
these negotiations taken care of upfront, not after the home is built.

When actually negotiating, my best advice is to do your homework and try

to get a sense of what the feature you want generally costs. This exercise is
worthwhile. Prices can be all over the place. A friend of mine once needed a
foundation crack sealed and was quoted prices ranging from $50 to $600. Sure,
that’s for a repair, but the principle is the same and applies to new builds:
materials and labor. So ask around, go online, and then throw out a figure

you feel is fair and reasonable and make it clear that you won’t pay higher.

Putting up a prefab

You can considerably trim the cost of putting up a new second home by
going prefab, a nifty abbreviation that stands for prefabricated home. The
pieces for these homes are built at a factory. Then the pieces, called panels
or modules (which is why these homes often are referred to as modular
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homes), are delivered to your property where they’re assembled to form your
home. Prefab homes are considered single-family homes, but unlike a tradi-
tional home, they require far less onsite construction time because the com-
ponents of the house are premade.

&N‘BEH Prefab homes are generally less expensive than traditional single-family

~ homes, but you get as much bang for your buck. When it comes to the
home’s design, you usually select one of the home designer’s standard avail-
able floor plans, although custom variations are usually also possible. Many
of today’s models have been carefully and beautifully designed by architects
who engineer them in such a way that the typical passerby can’t even tell
that your second home is a modular.

The bottom line? For the second-home buyer who owns land and isn’t inter-
ested in a mobile home or in building from scratch, prefabs can be the perfect
solution. One important caution, though: Be sure to check upfront about the
feasibility of connecting to utilities like water, storm sewers, electrical lines,
and sanitary sewers before you buy the parcel (if you think one day you’ll
probably build on it), or before you visit your prefab dealer so you can answer
these questions when they come up.

Considering costs

Not sure yet if you want to build from scratch or put up a prefab? If cost is an
issue, then prefab may be just the ticket, because these homes generally cost
20 to 30 percent less than custom-built homes. And because time is money,
consider that a prefab home can be ready for move-in up to six months
sooner than a custom-built home.

When erected and maintained properly, prefab homes hold their value and
appreciate at the same rate as the traditionally constructed homes around
them. And if you're purchasing a home and land together — or if you already
own the land and place the home on it — you should have no problem find-
ing a lender who will offer you a traditional mortgage at the market rate. If
money isn’t your primary concern and you want a lot of custom features,
then building a new house will come much closer to fulfilling your dreams.
Just be sure to get regular updates from your contractor on costs that are
being incurred as those extras are added.

No matter if you choose to build a custom home from scratch or put up a
prefab, you need to be aware of the following costs.

Buying the land

Before you actually start on the house, you need to buy the land. But how
does one buy land? By the parcel. And my advice is to start with a pro. Talk
to a real estate agent and have handy the following info:
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v The cities or towns where you want the lot located
v How much you want to spend
v How big a lot you're looking for

1 What your future plans are for the lot (for example, build and sell what
you build, build and live there, sell later at a profit)

v How “developed” (trees cleared, sewers nearby, for example) the parcel
needs to be

With this info, the agent can scour the Multiple Listing Service (MLS) land
listings and come up with parcels for you to consider. Then when you find
that acre you like, it’s back to basics: financing, building, and everything else
that goes with committing to a second home.

Getting the building fees and permits

After you buy the land and before you can build, your builder needs to secure
the necessary permits and comply with any zoning or building regulations
set forth by your city and/or county. If your builder isn’t handling this aspect
of the process, be sure to check with your local building and zoning depart-
ment for specific requirements and guidelines.

Landscaping your grounds

Plopping a home down in the middle of piece of land just isn’t enough these
days. (Not to mention the danger of structural damage from indiscriminate
plopping. Never a good idea.) Homeowners today strive to create a pleasing
environment outside their homes, and that costs money.
CMBER
< Consider the following issues when landscaping your second home, and
determine how much you really want to spend:

1 How often are you going to be there? If you're not going to be at your
second home at least once a month to mow, weed, and garden, then
select low-maintenance ground cover and trees.

+ What do the neighbors have in their yards? Odds are they’'ve learned
what works by trial and error, saving you the time. If your second home
will be near other homes, you’ll want to create a landscape that blends
well with and complements the rest of the neighborhood, while still
maintaining a unique look for your own yard.

v What grows well in the area? You don’t want to plant palm trees in
Colorado or gigantic oaks in coastal Florida. Can you grow hibiscus in
Hawaii? Do some research in books or check online to figure out what
species of plants and trees are native to the area and grow well in the
various seasons. (And yes, you can grow hibiscus in Hawaii. It’s the
state flower!)
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+* Do you want to maintain your grounds yourself? For $60 to $200 a
month (depending on the size of your lot and the complexity of the land-
scaping), you can hire a crew to take care of the grounds maintenance
for you. (Check out Chapter 13 for more info.)

Understanding the time investment

When you buy an existing second home, you can usually start using it the

day of closing, or in some cases, 60 to 90 days after you sign a contract. New
homes don’t work that way. Even prefab homes can take longer than expected
to complete. Custom, onsite homes can be held up for months because of bad
weather, material shortages, and other issues beyond your control.

QQ,N\BEH You should expect a new home that you're building from scratch to take about
& a year or longer to construct. Expect a prefab home to take at least six months
from concept to completion. Be sure to add a few months of cushion into your
own schedule to avoid last-minute stress (and other problems) when the origi-
nal finish date passes and construction continues. Because you’re not buying
a primary home, you may want to put off those furniture purchases and family
gatherings until you know for sure when you’ll have the keys in hand.

Contemplating Other Options If You
Don’t Want to Buy Outright

If, after reading this chapter, you decide not to purchase a second home after
all, that doesn’t mean that you're completely out of the game. In fact, you're
in luck because you have several other options available. In this section, you
can find out more about partnerships, timeshares, fractional ownership
opportunities, and rent-before-you-buy options.

Partnership

Also known as co-ownership, a partnership consists of several individuals or
families who purchase a second home together and share the costs and use
of the property. Each of the partners owns a specific percentage of the prop-
erty, and everyone’s names are included on the title and deed as owners. If
the property is financed, they each act as a co-borrower on the mortgage.

@“\NG! Even if your “partner” is a family member, a handshake just won't cut it. To
S protect yourself, use a written, detailed co-ownership agreement that covers
costs, usage rights, and responsibilities — including default and dissolution —
among the various partners.
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When you want to cooperate

If New York City’s Broadway plays, Central Park,
and its other cultural attractions (not to mention
its restaurants!) make the Big Apple your favorite
getaway, then you need to know about coopera-
tives or co-ops. Concentrated in New York and a
few other large cities, these properties look like
condos or apartments, but are set up quite dif-
ferently when it comes to legal ownership.

In a cooperative, the title to all associated real
estate is held by a corporation, rather than its
individual shareholders (that is, the property
owners). To buy a co-op, you purchase stock in
that corporation (much like you do when buying
stock in a company) and become a shareholder.

Each shareholder holds a lease to the unit for
the life of the corporation and can sell this inter-
est at any time. The corporation pays the prop-
erty taxes and mortgages, and the shareholders
pay a monthly fee to cover these expenses, plus
the costs required for unit maintenance and
operation. An administrative board elected by
the shareholders is called upon to approve new
co-op shareholders before they can buy into the
complex.

For more about cooperatives, check out the
National Association of Housing Cooperatives’
Web site (www . coophousing . org), which
includes resources for those looking to buy into
a housing co-op.

$V~
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Timeshare

When full ownership of a second home isn’t feasible, a timeshare (or interval
ownership) can be a viable option, especially for those who truly enjoy visit-
ing the same area every year for a set amount of time. When you own a time-
share, you pay for only the time you use it each year, and you become the
exclusive owner of those intervals. You're the outright owner of the unit, for
which you hold the deed that allows you to rent, sell, exchange, bequeath,
or give away the weeks just as you can do as the outright owner of a piece
of property. (If you want more info about timeshares, check out Timeshare
Vacations For Dummies, 1st Edition, by Lisa Ann Schreier [Wiley].)

Some organizations offer timeshare owners the opportunity to trade their

weeks with owners in other locations. The general rule: Select your weeks
in an area that you want to visit on a regular basis, and expect to use those
weeks each year. If you can swap weeks one year, fine, but you shouldn’t
enter into a timeshare expecting to visit a different place every year.

Timeshares do have their disadvantages. They aren’t always easy to sell.

Their audience of potential buyers is limited by the number of people who
are interested in buying these nontraditional vacation home options. You
need to make sure the place is right for you before you buy. Also remember
that if you're looking toward retirement, a timeshare won't fill the bill. You
can’t convert it to a permanent residence, nor buy 100 percent ownership.
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Inside the United States

Timeshare opportunities are available in most vacation spots nationwide.
Offered at a fraction of the cost of owning outright a second home, time-
shares command annual fees that cover the maintenance and upkeep of the
property’s common areas. The fee also covers some or all of the following:
home and grounds care, taxes, insurance, and utilities.

As to what you’ll pay for a timeshare, prices are really across the board.
When you start looking, you’ll likely find a wide range of prices with, of
course, the most popular spots costing the most. As for finding the perfect
timeshare unit, [ heartily recommend hitting the Web first, specifically

www . timesharetravel .com and www. timesharelink.com. These sites
list timeshares available both in and outside the United States and most time-
shares offer three-day/two-night deals during which you can try them on for
size. You'll stay there, see the presentation, and then you’ll be able to decide.

Outside the United States

If you've decided that your second home will be outside the United States,
and you know you plan to visit the area once a year for only a few weeks or a
month, then a timeshare may be just the thing for you. Your first stop should
be the Web, where international timeshare opportunities are listed on the
sites mentioned in the previous section.

Check out the descriptions and photos, and then contact the owners directly
to find out exactly how the sale can be handled from afar. Fax machines and
overnight mail services are efficient tools for getting the paperwork into
everyone’s hands. Also check out the local real estate market and compare
prices among the various properties that are available. (Make sure you check
out Chapter 9 for more info about buying overseas.)

If you own a timeshare in the United States, you can make good use of the
services of a company like Interval International (www. intervalworld.
com). They’ll help you exchange your weeks at locations that are based
overseas.

Fractional ownership

Fractional ownership offers individuals the opportunity to buy partial owner-
ship of a luxury-type home in a desirable area. The properties are generally
concentrated in coastal areas, on islands, or near ski resorts.

Through this option, the buyer purchases only a fraction of the property
rather than the whole property. Options vary by development and/or prop-
erty. Quarter shares, in which a buyer can use one week out of every month,
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are the most popular choice among buyers, who agree to share the property
with three other purchasers. Under this unique form of strata title ownership

(secure ownership), an owner has a registered title to one-quarter interest in
the condominium, estate, or townhouse.

With fractional ownership, a third party or a homeowners’ association han-
dles property management. One of the biggest attractions for buyers (many
of whom could afford the entire purchase, if they so desired) is the reduced
expense and responsibility of ownership. Some fractional developments also
participate in global vacation exchange clubs, offering buyers the ability to
travel to different properties while maintaining the fractional ownership of
their original home.

The difference between fractional ownership and a timeshare lies in the
prices, the financing, and fees. Timeshares are cheaper. Fractional ownership
costs can run six figures or more. For a look at some fractional ownership
opportunities, check out www.partialowner.com.

Rent before you buy

If you have your eye on a specific unit and/or location, and if the seller isn’t
in a hurry to sell the property, then you can look into renting the place before
you buy it outright. This is a good way to test-drive the home, townhouse, or
condo and determine if it’s in the right location, is the right size, and, ulti-
mately, is the right choice for you and your family.

LLC ownership

LLC ownership stands for limited liability corporation. It’s not necessary for
every second-home owner, because most don’t have partners as co-owners,
but just in case you do have partners and have real estate investing on your
mind, [ include this short section. Basically, if you buy a second home with a
partner or partners, and you rent it out for profit, you can form an LLC if you
want to reduce your individual liability. With an LLC, you gain the advantage
of being a corporate entity — a business situation in which shareholder liabil-
ity is reduced or eliminated.

If you have more than one partner, and you want this added layer of protec-
tion, talk to an accountant and real estate lawyer about setting up an LLC for
the “business” of your second home. (If you want more information about
LLC ownership, check out Real Estate Investing For Dummies by Eric Tyson
and Robert S. Griswold [Wiley].)



Chapter 4

A Second Home Is
All about Location

In This Chapter

Deciding where you want to spend your retirement
Choosing the best location for your second home
Evaluating the community

ou've probably heard the saying “Location, location, location.” It origi-
nated sometime in the 1950s when a Midwestern real estate columnist
wrote that the three most important features of a home are first, its location;
second, its location; and third, its location. Although it has become something
of cliché these days, the adage’s validity is still solid. And the truth of it doesn’t
change just because you’re buying a second home rather than a primary
dwelling. The fact is, the right location combined with the right amenities
and a few added niceties can make up for any compromises that you may
have to make when it comes to home size, interior features, and/or price.

The avid reader who purchases a condo on the beach will love strolling out
onto the sand a few times a year with a book under one arm and an umbrella
under the other. She will be thrilled time after time with her second-home
choice — even though the condo is situated two floors higher than she would
have originally liked it to be. And the family of five that loves to ski together
won’t mind the somewhat cramped quarters of their mountain bungalow
after a long, thrilling day on the slopes.

In this chapter, [ walk you through the basics of finding the right location for
your second home. (In Chapter 3, I talk about finding the right second home.)
This chapter helps you review your main options and drills down to some of
the finer points about a community that you should keep in mind when you
make your final decision.
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Vou Want to Retire
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Admit it: For some of you, retirement is the farthest thing from your mind
right now, right? You’re busy with work and kids and just the general crazi-
ness of life. (Not to mention keeping up with all those shows and movies you
TiVo’ed!) For you, your second home is for vacations, and maybe some rental
income.

But even if you are 15 or more years away from retiring, this doesn’t mean
you shouldn’t at least factor your golden years into the equation when select-
ing a location for your second home. That means choosing somewhere that
you actually like and where you can see yourself living on a full-time basis at
some point. Because one day, you might.

Those of you who are within a few years (or months) of retiring should check
out Chapter 15, where I discuss in further detail how to move into a second
home for retirement.

Three factors are usually involved when purchasing a second home:

» Your ability to use this home as a vacation getaway for the next few
years or even decades

v The opportunity (if so desired, and allowed by the community rules) to
rent the unit out to others when you’re not using it

v The idea that, upon retirement, you’ll move into your second home and
live there full time

If you haven’t considered the possibility of your second home eventually
being your retirement nesting place, you should. If, however, you have already
decided that you will retire to your second home, you want to choose a loca-
tion that fits your idealized future lifestyle — a place that’s all that you want it
to be as both a long-term investment and a place where you want to live.

Because many of you certainly do plan on using your second home one day
as your retirement refuge, I start this chapter with a look at where you want to
retire so you know where to begin scouting for your second home. If you don’t
plan on retiring in your second home, feel free to skip this section. However,

if there is the slightest possibility that you will retire to your second home,
check out this important info that can help you select the right location.
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Choosing a location that
fits your future lifestyle

The fact that your second home will at some point become your primary
dwelling can make a big difference when it comes to choosing a location.
Whatever your preferences, the key is to find an abode that will not only
accommodate you now, but will also be a place you’ll later be happy to call
home on a full-time basis.

If you're not convinced of this, try taking this short quiz. Feel free to write in
this book:

1. What is your current age?

2. What is your expected retirement age?

3. In how many years do you expect to retire?

4. List the top five or so vacation activities that you enjoy right now:

5. Picture yourself X number of years down the road and think about
whether your favorite activities will likely change.

Be realistic. Do you now enjoy strenuous activities such as hiking, moun-
tain climbing, surfing, long-distance running, or vigorous competitive
outdoor sports? Can you see yourself continuing these activities in 10
years? 15 years? 20 years? The tolls of time and aging may steer you to
less strenuous sports such as golf, swimming, fishing, or nature walks.
Jot down a few activities that you would like to be doing in your retire-
ment years, and compare them to the favorites you listed in No. 4.

If you plan on retiring in five years or less, then the types of activities and
amusements that fill your vacation days now may very well be perfect for
your golden years. If, however, retirement is ten or more years away, put your
thinking cap on and come up with a practical, down-to-earth picture of what
you expect you’ll be doing, and where you want to do it, when you retire.

After you develop a realistic picture of your retirement lifestyle, consider
those elements when you embark on your second-home search. If, for exam-
ple, you've always wanted to be able to play tennis like a pro, then select a
home that’s in a community that has tennis courts, or that’s situated near
city or country club courts. If fishing is your passion, then find a home within
a few miles of a lake or ocean where you can spend your days happily casting
that reel.
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Avoiding places that sound good on paper,
but may not be a good match

When searching for your second home, especially if you're looking in a loca-
tion far from where you currently live, you may rely heavily on real estate
ads, brochures, and the Internet.

However, don’t fall prey to the gorgeous brochures, expensive Web site mar-
keting, and the sleek ads. Even though the Web and mail are great ways to get
your hands on information about a specific area, neighborhood, or even a
particular unit, you need to use your own two eyes (or at least the eyes of a
trusted family member or friend) to check out the place firsthand before you
buy. When all else fails, use the following logic: If it sounds too good to be
true, it probably is. To avoid any problems in this area, take a short vacation
to the prospective areas (after you've narrowed your location choices) to
visit the homes you found on the Internet or the one your in-laws are “just
positive” you’ll love. You’'ll thank yourself later.

Real estate ads can be very enticing, right? They have pretty pictures and
often seem to promise every amenity possible. Chamber of commerce and
relocation bureau advertisements can be equally alluring, and understand-
ably so, considering that these organizations spend oodles of dollars to
attract visitors and residents and pump up their regions’ tax bases.

Furthermore, developers’ brochures often feature the homes themselves, but
leave out pictures of or details about the surrounding area. With land prices
in vacation spots soaring, homes are being built on odd pieces of property
that may or may not ultimately be favorable to vacationers (or to the miser-
able homeowner who will have to look out his windows day in and day out at
a not-so-pretty picture). A unit may look great inside and out, yet the area on
the other side of the gate or out the back door may not be as attractive.

Where to Look for Vour Second Home

Finding the perfect place for a weekend getaway, a monthly retreat, or an
annual family vacation may be a cinch for some, but a challenge for others. If
you already have a place that you love and visit regularly, then your selection
process for finding your dream second home may not be too difficult.

But if you like a number of locations and really can’t narrow them down to
one place, or if you're a bit indecisive, maybe you can use some help. This
section provides some great advice on how to check out your main options,
boil them down, and come up with one that meets your needs.
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Surveying your main options

You can buy a second home near a lake. You can buy one on the slopes of
your favorite ski resort. You can buy one in a different country. You can buy
one on an island. You can also buy one just down the street from your pri-
mary home. (Okay, | know you may not want to do that one, but it’s still an
option.) The world is your oyster, and that can make the selection process
fun, exciting, and, yes, more confusing and difficult.

If you’re hung up on where to buy, try whittling down your choices by cross-
ing off those places where you absolutely don’t want to buy. You may be sur-
prised at how short your list is after you've wielded your merciless editor’s
pencil! Do as much research as possible, using online and real-life resources
on your top locations. Other homeowners, visitors’ centers, and real estate
agents can be great sources for details on the local market conditions and
availability of homes.

You can also talk to people about the day-to-day issues that come with living
in the area. You might ask residents about traffic congestion issues, grocery
store lines, how quickly potholes are fixed — even how noisy the weekly
trash pickup is! — and other issues. Don’t be afraid to ask a fellow exasper-
ated patron in a local restaurant, “Is this a usual wait time here?” These
“quality of life” issues can often make or break a place.

When considering your main options and narrowing your list, keep the
following questions in mind:

v What are you going to use your home for? Is it for family vacations? A
long-term retirement plan? For rental income? Purely for investment?
A combination of these? (If you're considering using it as a rental
property, check out Part III.)

v What type of climate are you most interested in for your second
home? For instance, if you're a skier, Denver, Colorado, or Lake Tahoe,
California, are your best bets. If you like to sunbathe during your down-
time, then Naples, Florida, or the French Riviera are better choices.

v How far away do you want your second home to be? If you want to avoid
air travel, then pick somewhere that’s far enough away for a vacation, but
close enough to drive to; three to four hours by car is ideal. If you don’t
mind negotiating airports, you automatically expand your options.

v How close do you want your home to be to family and friends? If you
plan a lot of gatherings with those near and dear, then pick an “in the
middle” location that everyone can get to easily. Pick a hideaway if you
don’t want a lot of visitors.

+ What types of properties are available? If you're dead set against
a townhouse and that’s all that’s available in the area, look some-
where else.
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v What is the cost of living? If you're on a budget, you must consider the
cost of food, taxes, transportation, and other necessities in the area.

v What ages and types of neighbors do you want to be surrounded by?
If you absolutely do not want to be surrounded by neighbors, regardless
of their ages and types, then you should definitely consider a “hide-
away’-type location. Also, if the home is located in a “retirement” area,
and you’re 30 years old, you may not be as happy as you would be in a
neighborhood where most of the homeowners — your new neighbors,
remember — are younger professionals. (Although here’s something to
keep in mind: With all the “50 is the new 30” stuff making the rounds in
our culture, don’t be too quick to dismiss an area simply because you
notice more 50-plus people living there. [ personally know people in
their 50s who live in close proximity to singles and couples in their 20s
and 30s, and they are all close friends and really get along well. So
eschew stereotypes and see for yourself.)

v How long are you willing to wait for a home to become available in
a high-demand area? The real estate market is cyclical, so check into
“days on market” statistics (with a real estate agent) to see exactly how
long the best homes are available for the picking.

After you narrow your list, visit one or more of the areas that you're inter-
ested in. Eat in the restaurants, shop in the stores, and meet some of the
locals and visitors to get a real flavor for the area before you buy there.

The following sections cover seven second-home locations for your
consideration.

Near oceans, lakes, and rivers

Mention the word “vacation home” to someone and they’ll likely conjure

up images of beachfront property with umbrella-lined sundecks. There is
enormous appeal to being near or on the water, and homes built near oceans,
lakes, and rivers rank high in popularity for second-home buyers.

If your idea of a great vacation (and eventually, a fulfilling retirement)
involves fishing on a river, water-skiing on a lake, swimming in the ocean,
or tanning on golden sands, then you’ll want to focus your home search on
places such as Florida, the Carolinas, California, Hawaii, Mexico, and the
Caribbean, plus other areas where single-family homes, townhouses, and
condos dot the shoreline.

Price can be an obstacle when buying on or near the water, and these areas
are also prone to weather such as hurricanes and extreme heat in the
summer months, so be sure to factor that into your buying decision.
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The best of both worlds

What better place than the banks of
Narragansett Bay to own a condominium where
you can vacation for as many or as few weeks
as you want and not have to worry about main-
tenance and upkeep? That's exactly the logic
that Mitch and Robin Pozez used when they
purchased a condo at a Newport, Rhode Island,
golf course community a few years ago.

Looking for a place to escape Arizona's summer
heat, the Pozezes had previously vacationed in
California, but they never really felt it was the
place where they wanted to purchase a second
home. During a trip to Cape Cod, Massachusetts,
Mitch wandered into a real estate office and
picked up a brochure for a nearby golf course
community. After noticing the community’s
waterfront location — a key criteria for Robin —
they decided to see it for themselves.

“l drove down there, played the golf course, and
loved it,” says Mitch, who at the time resisted
buying a home that he’d have to close up, leave,
and worry about for nine or ten months out of

the year. Instead, the couple opted for a condo-
style property with three bedrooms, three baths,
and 1,900 square feet of living space.

Their new second home comfortably accommo-
dates the Pozezes and their three children, who
range in age from 17 to 23. The family typically
spends seven to eight weeks at their second
home each summer, during which time they enjoy
golfing, boating, and working out in the fitness
center.

Mitch says he immediately fell in love with the
community’s golf course, which was designed
by British architect Donald Steel. “The more |
play it, the more | like it,” says Mitch, who also
likes having a boat dock and is looking forward
to a new marina that will be built there.

The low-maintenance aspect of condo living
has been especially appealing to the Pozezes
who, for years, have reveled in being able to
close up their unit and know that it will be taken
care of while they're gone.

Mountains

If the mountains are your thing, then check out areas of Tennessee, Georgia,

and the Carolinas as possible second-home locations. The Northeast also
offers its own share of mountain getaways, as do states like Montana and
Colorado. There, you can enjoy the fresh mountain air, along with all the
hiking, horseback riding, skiing, and relaxation that these alpine retreats

have to offer.

Friends of mine get away to Gatlinburg, Tennessee, every year with their
families and come back refreshed and revived. They now own a few weeks of
timeshare there, after they rented places for years and eventually discovered
that they could save money by taking the plunge into ownership.

If you're leaning toward the mountains, keep in mind that homes won’t
always be near the amenities (malls, stores, movie theatres, and cultural
amenities) that you're accustomed to. Plus, it will almost always take you
longer to get there. (All those long and winding roads, y’know?)
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Resort and golfing communities

If you're a golfer, there’s nothing quite like teeing off in your own “backyard” and
playing 18 holes on a course designed especially for your and your neighbors’
use. This appealing lifestyle can be found in golf course and resort communities
nationwide. Packed with amenities such as swimming pools, tennis courts,
fitness centers, and oftentimes a full social calendar, these environments are
designed for fun, relaxation, and an atmosphere of exclusivity that comes from
being a member of a private community.

Like the waterfront homes, these abodes tend to be more costly than those
that aren’t on the links. They’re also somewhat “microcosmic” in nature
because they’re usually gated, which means your social circle (and activities)
will be somewhat limited to what the community has to offer.

Small towns

America’s small towns can make great vacation getaways if what you have

in mind is resting, relaxing, and getting away from the daily grind. Sprinkled
with historical sites, antique shops, and people who still enjoy the simple
things in life, such as evening strolls and afternoon tea, these oases of calm
can be found in nearly every state. They are often best discovered in your
own state by simply hopping into a car and driving around for several hours,
getting off the highways, and visiting the small towns the country roads lead
you to.

If that strategy doesn’t work or is too hit-or-miss for you, think back to your
childhood and the places that you and your family visited or drove through
on a weekend afternoon. Was there a farm town nearby where you went on

a Sunday afternoon to buy fresh vegetables or sample freshly churned ice
cream? How about a small theater that you visited for the occasional play

or 99-cent movie? Or perhaps you vacationed in a tiny beach town once in a
while or visited a relative who owned a cottage there? You can also pull out
a U.S. map and find places with fun or famous names to check out, like Gas
City, Indiana, or Rome, Ohio! (Or Hygiene, Colorado, or Santa Claus, Indiana!?
And let’s not forget Frostproof, Florida! Imagine telling your friends your new
address!) Think about it — you may be surprised at what you come up with.

However, you should also realize that the places you loved as a kid may not
be as alluring to you as an adult. Keep that in mind as you make your way
back to those little towns where you grew up.

Cities

If Broadway plays, an active nightlife, and an endless list of cultural attrac-
tions are on your second-home “must have” list, a big city may be your best
choice. You should expect to pay more for a home there than in a smaller
locale, but cities do offer advantages that other areas don’t. For example,
most are within close proximity of international airports, making transporta-
tion to and from your second home that much easier. And the convenience



Chapter 4: A Second Home Is All about Location 7 ’

MBER
e&
&

factor is unbeatable in a big city, whether it’s restaurants, shopping, or office
space you're interested in — and many of your destinations could very well
be within walking distance.

If you're interested in buying an older home that needs a little extra TLC,

you may find a real gem (and possibly even a bargain) in a big city. Many of
America’s cities are in the midst of an organized, ongoing re-urbanization trend:
Cities are actively trying to lure more residents back within their limits. And it’s
working. The resultant higher demand for city homes, however, has elevated
their sales prices, making them unaffordable for some second-home buyers.

Owning a second home in the city may be especially attractive to country
dwellers in search of more excitement than their hometowns provide. What
might be called the hustle-and-bustle option can also work for someone look-
ing to rent out their second home year-round in anticipation of eventual
retirement. Demand for living quarters in cities is usually high, particularly in
areas with positive job growth, and the second-home owner with an apart-
ment in the middle of or close to lots of action won’t go wanting for renters.

However, cities can be busy, dirty places where unsavory individuals hang
out and where simple things such as parking are a real pain in the butt. Make
sure you're really in love with the city of your choice before you invest in real
estate there.

College towns

You may think that “college town” and “peaceful retirement” are mutually
exclusive and, in many cases, you'd be right. (Although not every college
town is manic. Some smaller towns like Franklin, Indiana, and its 1,000-
student Franklin College would better be described as “quaint.”) But

owning a second home in a bustling college town can certainly be a lucrative
endeavor. Parents of college students will often shell out big bucks during the
school year to house their children. They’re eager to get their kids out of the
house and into a semblance of independent living, and in many cases, the
kids love the idea of living in a rented house rather than the dorm. Because
the rent is usually split between several families (depending on the size of the
home, of course), landlords (you!) can command big bucks in college towns
(not all of which are crazy, party-oriented places).

This option may be best for someone who is looking for second-home income
for the majority of the year, but who still wants to use the home during the
summer months — when most of the students have gone home and the resi-
dents happily reclaim their streets, restaurants, and malls.

However, this choice may not be so good for those of you who would rather
archive your college memories after reaching adulthood, and don’t enjoy the
sight (or the sound) of partied-out coeds wandering the streets at 2 a.m. on
Saturday mornings.
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Foreign countries

Ready for a Greek villa on the water, a cottage in the Tuscan countryside, or

a beach house on Grand Cayman? So am I. Regrettably, these options are out
of reach for me and for many others because of cost and distance. But these
spots may be the perfect second-home choice for someone who enjoys over-
seas travel to the same place, and who has the financial resources needed to
pay for and maintain a dwelling overseas.

Being able to get away to another country on a regular basis, experience the
cultural differences, master a new language, and mingle with a more diverse
group of people are just a few of the terrific benefits of owning a second
home overseas. (See Chapter 9 for more details on buying internationally.)
If you can swing it, you should try it. You may like it.

Going the distance: How far is too
far away for a second home?

Are you a natural-born driver, flyer, or mass-transit type? Is “traveler” your
middle name? (Mine’s Mary.) If how you get there doesn’t matter to you, then
the distance to your second home probably won’t matter, either. If, however,
you hate to fly, and you detest driving more than two hours to get to your
destination, and you think choo-choos are for basements, then you’ll need

to carefully consider distance when purchasing your second home.

Here are some key points to consider:

+* How much time will you usually have to get to and from your second
home? If you're working 70 hours a week and only have Saturday and
Sunday to enjoy your getaway, then you’ll want it to be relatively close
by, say within three hours by car — or even closer if you find the
thought of a routine three-hour drive on a Friday night loathsome. On
the other hand, retired or semiretired individuals who have more free
time than they know what to do with can travel across the country —
or halfway around the world for that matter — because they follow their
own schedules rather than an employer’s. So be sure to factor all this
into your decision on where to buy.

v How often are you going to use the second home? If you're planning
monthly trips to your new home, and you just know that your budget
won’t withstand buying 48 plane tickets (based on a family of four) a
year, be sure your second home is somewhere within driving distance.

If you plan to use your home once or twice a year, you can comfortably
opt for somewhere a bit farther away, such as five to eight hours’ driving
or flying time. A long trip a couple of times a year won’t grate on your
nerves or budget, and you’ll have a larger area to choose from.
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v How close do you live to the airport? It can take three hours to park a
car and go through the security lines at an airport these days. Be sure to
factor in this time — plus the time it takes to get to the airport (on both
sides of the trip) — when selecting a location.

1 How reliable is your car? [s your primary car more than a few years
old? Do you use it to commute? Realistically, can it handle the additional
several hundred miles to get to and from your second home on a regular
basis? These factors are important if you're planning on driving to your
second home. What'’s that? You have a second car you’ll use to get to
your second home? Great! But keep in mind that the added wear and
tear on an older vehicle may make long, monthly trips a problem. If you
have no plans to buy a newer car in the near future, then you may want
to look at a closer location.

v Who else will be using the home? If you're the welcoming, “open door”
type and you foresee a crop of family and friends at your vacation house
every month, pick a location that’s central to as many of them as possi-
ble. If it’s just you and your significant other (and Max or Marcy the
dog), you can guiltlessly pick something completely off the beaten path
if that’s what you want.

Ultimately, you want to find a location that is easy to get to but far enough
away that it truly feels like you've escaped the day-to-day grind. (It’s a little
more difficult to unwind and recharge when you’re only a few minutes away
from home. “Did I leave the stove on? I'll run home and check.” “You forgot
your hair dryer? Let me run home and get it.” This scenario is not all that
conducive to relaxation, y’know?) For some, this means a beach house 30
minutes away; for others, it translates into a cottage in the Australian
Outback. It’s your choice.

What to Look for in Your Second
Home’s Area, Now and Later

We all like to “live in the moment” once in a while, but that’s not the wisest tack
if you're buying a second home. For a big move like that, you need to consider
both the present and the future before making your decision. By factoring in
things such as the local weather, an area’s cost of living, and the availability of
health-care facilities before you say “I'll take it,” you have a much better chance
of buying somewhere where you truly want to be now and in the future.

This section takes a more detailed approach to your location search by look-
ing at 13 areas of interest for second-home buyers. In this section, I discuss
everything from the cost of living and the weather, to property taxes and nosy
neighbors. Because financial concerns are a top priority, I begin with cost of
living, and then look at other factors in descending order of importance.
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Cost of living

If you plan on retiring in your second home, you must consider the area’s
cost of living. After all, you don’t want to live full time in a place where your
retirement income can’t even cover your basic living expenses. Take Hawaii,
for example. It’s a beautiful place (and I grew up there, incidentally), but even
back in the 1980s a carton of milk and loaf of bread were three times the price
of what you could buy them for on the mainland. So if budget is an issue, you
may want to cross this state off your favorites list.

If you currently live in an expensive locale, like New York City or San Diego,
and are buying in an area with a significantly lower cost of living, like
Fayetteville, North Carolina, to be near your grandkids, for example, consider
the money that you’ll save and factor those savings into your decision.

To check out an area’s cost of living, a number of Web sites offer cost-of-living
calculators that can be used to compare different locales. A great one is
BankRate’s cost-of-living calculator at www . bankrate.com/brm/movecalc.
asp. There, [ compared the cost of living in Honolulu versus Tampa, Florida,
and found that even though home prices are about $500,000 higher and
energy bills about $60 more expensive in Hawaii, [ can bowl a game in the
Aloha State for about 68 cents cheaper than I can here, and it would cost me
seven bucks less to pay a visit to the vet with the kitty.

You can also talk to real estate agents in your target city to find out more
about the cost of living there, but let’s face it: These professionals’ job is to
sell homes, not spread negative news about their local economies, prices,
and costs of living. Your best source of objective advice are people who live
there, or who have lived there in the past. (Try a “Hi, potential neighbor!”
chat while you're out looking at homes.) And be sure to check out the afore-
mentioned BankRate Web site for specifics on cost differences between
where you live and where you're considering moving to.

Good weather

Weather is, for the most part, pretty easy to figure out: January in Fargo, North
Dakota: 10 degrees. January in Miami, Florida: 80 degrees. But there’s much
more than temps to think about when selecting a locale for your second
home. You also need to consider rainfall, fog, snow, floods, humidity, wind,
hurricanes, tornadoes, droughts, brushfires, and other climactic concerns.
What type of climate do you prefer? Would you like something in the middle
like Myrtle Beach, South Carolina, where summers are hot and winters are
bearable? Or are you a “snow bunny” and the colder and blusterier the better?

Your own tolerance for extreme heat or bitter cold will dictate where you
should begin your search on the map. If, for example, getting frostbite on
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your nose while whipping down a ski slope on a snowboard is your idea of
fun, then by all means select a home in the area of the country where the
cold starts to roll in as early as October. If you're like many of the rest of us,
zero in on somewhere warm.

It’s also important to consider the time of year that you’ll be using the home.
If you want to spend winters in South Florida, for example, then the expected
(bet on it) 90-degree-or-higher days and exquisitely “drippy” humidity of the

summer won’t bother you.

Safety and security

Safety is a critical issue that’s often overlooked when a buyer finds a dwelling
that he absolutely must have. Hailing from out of town and completely enam-
ored with the property, the second-home buyer often jumps into the deal
without ever checking out the area’s crime statistics or talking to other
residents about things such as break-ins, muggings, and police patrols.

For example, what if it's widely known locally that a particular resort area has
a high number of break-ins. Or one particular shopping center experiences
lots of purse snatches. Or that there’s a certain neighborhood in a quaint
town where anything left outside vanishes almost immediately. This is the
kind of information you should try to ferret out from locals, real estate
agents, and even the cops. It will help you make the right decision as to
where to buy.

To familiarize yourself with an area’s crime status and safety statistics, check
out the Relocation Crime Lab’s crime indexes for U.S. states online at www .
homefair.com/homefair/calc/crime.html. The U.S. Census also offers
“quick facts” about specific cities on its site at http: //quickfacts.census.
gov/qgfd. Finally, Sperling’s Best Places also offers crime reports at www .
bestplaces.net/crime. If your area isn’t listed on one of these sites, a call
to the local police station should produce the information, or at least get you
headed in the right direction. Also, a Google search for your prospective town’s
name will provide you with a slew of info, often including links to local newspa-
pers and other resources that can serve as a window into the area.

Healthcare

With the nation’s population aging and baby boomers retiring in droves,
access to healthcare is becoming a hot-button issue for second-home buyers.
Because illnesses, accidents, and medical emergencies are unpredictable,
you want to make sure that there are a fair number of hospitals, doctors,
dentists, medical specialists, and clinics in the area where you plan to retire.
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To find out what health-care facilities are available in a specific area and what
medical services they offer, talk to a real estate agent in the area, browse
through the local newspaper (many are available online these days) to read
health-related articles, or do your research the old-fashioned way and pick
up the phone book to see what’s out there. Also, the American Hospital
Directory offers a free search on its site (www.ahd.com/freesearch.php3)
for hospitals by city, state, zip code, name, and telephone area code. Search
results provide a list of all hospitals within the criteria with clickable links.

Outdoor activities

Are you and your family outdoorsy people? Do you enjoy taking nature walks,
picnicking by a lake, and swimming all afternoon? If you want to be close to
the outdoor activities that you love, consider the following questions when
looking for a second home:

v Are your favorite outdoor activities available? For example, do you like
swimming and boating? If so, is there safe water access? Do you enjoy
birding and hiking? If so, are there wooded areas nearby?

v~ Are the activities in quality locations? You want to enjoy your favorite
activities at nice facilities, right? For example, do you want to play at a
golf course with brown greens, or do you want to take your grandkids
swimming at a polluted lake? Of course not. So check out the quality of
the recreational areas if you plan to spend a lot of time there.

v Are the activities close (or too close) to your new home? You need to
consider how long it takes you to drive to and from an activity. For
example, if you have to drive an hour just to play nine holes of golf and
you absolutely can’t live without golf, then is this home right for you? If
golf balls landing in your front yard and bouncing off of your windows
(or, heaven forfend, your noggin) doesn’t sound very appealing, be sure
to select a home that’s far enough away from the links (or other recre-
ational hot spot) so you'll be left alone.

Active social life

If an active social life is important to you, then you want to buy a home in an
area where homes are clustered together. This kind of proximity often creates
a sense of community and togetherness, virtually guaranteeing that you'll
form social bonds. Chatting with your neighbors over the back fence is much
less likely in single-family home neighborhoods where houses are on large
lots and are often situated an acre or more apart.



Chapter 4: A Second Home Is All about Location

An active social life also includes having relatively easy access to amenities,
such as good restaurants, entertainment, and shopping. If you're used to run-
ning out to the store to quickly pick something up, or deciding at the last
minute to go out for dinner, an hour drive to accomplish these things can
rapidly become a drag.

Good restaurants and entertainment

Some people like to cook at home and watch movies on DVD. (You know who
you are. Chinese food and The Devil Wears Prada? | am so there!) Others like
to eat out a lot and go to movie theaters. (And you know who you are.) Most
of us fall somewhere in between: We like to do both, and insist on proximity
to great eateries and entertainment venues. Look around your new environs
and be sure that there are enough of these amenities around to keep you
occupied (and well fed!).

Shopping

I'm convinced that there’s a little shopper in all of us — yes, even those of us
who don’t want to admit it. Look around at the malls, strip centers, down-
town shopping districts, and even the small boutique stores in your prospec-
tive new area. Do they compare with what you're used to and can they meet
your needs (perhaps, with the help of some Internet shopping as well)? If not,
you may want to consider an alternative location.

If you're used to and enjoy having these types of amenities nearby, be sure to
pick a second-home location that provides a similar quality and quantity of
places and activities. If, for example, you're the city type who likes grocery
stores to be a mile or less away, then you’ll want to steer clear of those
attractive, inexpensive cabins in the backwoods.

Active cultural life

If museums, art galleries, plays, and concerts are your passion, then check in
with the convention and visitors’ bureau or chamber of commerce in your
targeted city. They will be happy to offer you a colorful brochure (or point
you to a Web site) that lists all the entertainment, cultural amenities, and
sporting events that a city or town has to offer. They’re proud of their home,
and their literature will usually highlight the most exciting cultural offerings
in the area.

Property tax levels

Every municipality sets it own property tax (or millage) rates. These rates
are used to calculate how much a property owner must shell out annually to
cover the costs of public schools, libraries, and government services. These

/7
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rates vary greatly from state to state (and from city to city within the same
state) and are something you should consider before deciding to buy. Your
real estate agent can help you figure out how much you’ll owe in annual taxes
and also clue you in to the rate at which those taxes have increased (or
decreased — hey, it’s possible!) over the last few years.

Many county and city fax assessors’ offices (they levy the taxes) post millage
rates and those for specific properties online. A great site for locating this
information is www. taxsites.com/state.html. Just click on the state
where your prospective home is located, and the link will take you to the
state’s main tax site where you can check out all manner of state tax info.
Note: Some states’ revenue/tax Web sites refer you to the individual town’s
Web site for tax info specific to the town (like millage rates), but starting with
the state’s main tax site makes it very easy for you to get to the site you need.

Zoning

Unless you’re planning on leveling the structure that you're purchasing and
building another home in its place, zoning issues probably won’t be of much
concern to you as a second-home buyer. If, however, your home is located in
an area where commercial land is located right next door and a large big-box
store is slated to move in, you may want to think about zoning issues. (Zoning
is the process by which municipalities decide what type of real estate devel-
opment goes where within the county and/or city. And zoning can often be
appealed by means of requesting a variance, which allows types of develop-
ment in an area not previously zoned for it.)

The individual owner can’t do a whole lot regarding such zoning issues, but
it’s a good idea to keep an eye out for any activity that can adversely affect
your property’s value and influence your enjoyment of your second home. In
some cases, you and your neighbors may be able to join forces and fight an
unwelcome proposal. If you see something unsavory coming down the pike
(like a massive big-box store eyeing what has long been a pristine forested
area), it may be time to rally the troops to oppose it. Just as residents can
request variances to allow zoning changes, there are also legal means to
protest against such changes.

Covenants

Now for the rules and regulations, often called covenants. Most neighborhoods
and all condos have them, and you have to abide by them if you want to remain
in good standing with the association that created them. The covenants are
handed over to new buyers at the closing table, but can usually be obtained in
advance from your real estate agent and/or the condo or neighborhood board.
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Here are a few covenants you can expect to find in your bylaws:

v Grass and landscaping must be maintained, and grass may be no higher
than (xx) inches at any given time.

v Trash cans can’t be placed on the curb before 5 p.m. on the night before
trash day and must be removed from the curb by 10 p.m. on trash day.

v Property owners cannot add permanent structures (such as decks and
fences) to their units without written approval from the association.

v Pets are limited to (xx) per household.

Sometimes bylaws restrict pet ownership to cats; some contain weight
and height limits for dogs.

v Properties cannot be leased on a short-term basis (the time varies by
community) by any owner, at any time.

This restriction is especially important for owners planning on renting
out their homes to generate income.

If you don’t play by the rules, you can receive a warning or a fine, depending
on the language in the bylaws. If, after reading through the community’s
bylaws, you feel that you won’t be able to abide by one or more of them,
you may want to cross that neighborhood off your list.

Neighbors

Neighbors are a lot like family: You really can’t pick ’em, and in the end,
you’re stuck with ’em. If you're only planning on using your second home
once a year, then you probably don’t need to worry much about the neighbor
issue right now. But if you're going to be there every month — and if the
couple next door lives there year-round — then you’ll almost certainly wind
up forming a relationship with them.

Before you buy, it’s hard to get a handle on who your neighbors are and how
it will be to live close to them. However, sometimes opportunities arise when
you’re shopping for homes.

If your prospective next-door neighbor is watering his lawn when you pull up
with your real estate agent, or his wife is unloading groceries from the car as
you’re touring the grounds, it’s easy as pie to introduce yourself and mention
that you're considering buying next to them. Most of us can get a pretty good
sense of people whom we meet for the first time. Although this shouldn’t be
the deciding factor, having a warm and friendly chat with someone with
whom you may be sharing a property line can certainly add to the “pluses”
column for a particular property.
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Demographically speaking

Demographics are the common characteristics
of a population in specific areas. Factors cov-
ered include age, sex, family size, level of edu-
cation, occupation, gender, postal code,
location of residence, and income.

These numbers can help you determine
whether you're looking in the right place for
your second home, and are usually available
through your real estate agent or local chamber
of commerce. You can also find them by typing
words like “demographics” and the name of
your town into a search engine on the Internet.

In doing so, you'll probably come up with infor-
mation that looks like this:

v~ Average income for families with children:
$107,208

v Average age: 36.9

v+ Percent married: 56.1

v Percent with children: 35.6

v~ Percent high school graduates: 95.6

v~ Percent college graduates: 66.4

+” Average SAT scores: 1077

v Education expenditures per student: $10,726
v~ Land area: 495.5 square miles

v~ County population: 873,341

v+~ Population density per square mile: 1,763
v~ Population growth rate (5 years): 1.5%

v~ Favorite takeout food: Pizza (Only kidding
about this one!)

This stuff is all great to know when considering
buying in a specific location.

Also, an agent may voluntarily offer details on who the people close by are
and what they do. “That house belongs to the Smiths. He’s a chemist, and

she’s a kindergarten teacher.” Or, “Over there are the Browns. They’re retired.

They’ve lived here forever. They both volunteer at the hospital now.”
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When you’re a second-home owner, your neighbors serve a key purpose that
goes beyond friendship: They can watch your place when you’re not there.

You don’t want to turn them into property managers, but having neighbors
available during emergencies can be a godsend. You’ll want to swap cell-
phone numbers and home addresses with these folks. Most neighbors are
happy to alert their fellow residents to any problems at their property when
they’re away. Some really close neighbors even swap keys.

Home value and appreciation

Every home has two important numbers associated with it. Home value is the
price that a real estate agent, appraiser, or other authority states that a home
is worth. Home appreciation is the amount of money (usually expressed in a
percentage) that a home increases in value on a year-over-year basis.
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Home values is an area where your real estate agent can really help out,
because home appreciation is one of those hard-to-pin-down, all-over-the-
place concepts. Because agents are in the trenches with home sellers daily
(and those trenches can be kinda dusty, lemme tell ya), they can usually
rattle off home value information off the top of their head, telling you how
this $200,000 home sold in 1999 for just $140,000, and how this $750,000
penthouse condo hasn’t sold because it’s overpriced.

Your state Board of Realtors may also have reports on its Web site, and
these reports will often be jampacked with details about specific areas
where values are going up or down. The Florida Association of Realtors,
for instance, lists monthly housing reports on its site at http://media.
living.net/releases/archive.htm.

Home appreciation can be a double-edged sword for the second-home buyer:
You want a good deal on the property you're interested in, but you also want
to see that property increase in value. To strike that balance, seek out areas
where appreciation has remained steady over the past few years, and steer
clear of pockets where property values have risen or fallen wildly, a sure sign
of an uncertain market.

Communities for people older than 55

There’s a place just around the corner from my house where snowbirds make
their annual pilgrimage, descending on the community with glee, eagerly
looking forward to their winter in the Sunshine State. Known as The Top of
the World, the sprawling village is reserved only for buyers who are 55 or
older. Bridge, chess, poker, and shuffleboard bring the joie de vivre to the
community’s residents — those cold-state exiles who merrily spend their
days blissfully oblivious to children or teenagers (and snow and ice).

These communities dot the landscape in many resort and vacation towns and
are particularly appealing to adults who aren’t interested in navigating skate-
boarding teenagers in the parking lot or in getting loaded by the swimming pool.
Because their target buyer falls into a specific age group, these properties cost
less than other second homes, but they can take longer to resell. The narrower
the potential market, the greater the obstacles (or at least, the delays) in selling.

An over-55 community can be particularly attractive for someone looking to
retire to a second home within a few years. But keep in mind that these com-
plexes have set rules for who can own and live in the homes — with a special
emphasis on residents’ ages. If you're thinking your 30-year-old son may want
to move back in with you after you're settled into an over-55 community, do
some homework: You may or may not be in violation of the rules if he stakes
a claim in one of your bedrooms. Be sure to read and understand the restric-
tions carefully before moving forward. As always, your individual situation
should influence your decision.
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Searching for Your
New Home and
Sealing the Deal

The 5th Wave By Rich Tennant
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